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THURSDAY, JUNE 18, 1953 


Hovusr or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10 a. m., Hon. William H. Ayres (subcom- 
mittee chairman) presiding. 

Mr. Ayres. We have called this hearing to discuss the GI building 
program. This is not an investigation. It is a hearing which we 
are going to conduct to attempt to find out why the GI is not able to 
get a home today. This committee does not have the authority to 
establish monetary policies, nor does it have the authority to set 
interest rates, to pass on discount practices. Our prime purpose is to 
see that the veteran gets a good house and that existing laws affecting 
the veterans’ housing are abided by. 

We conducted hearings in Ohio last March, and at those hearings 
we had representatives of the lending institutions, the builders, realtors, 
veterans’ organizations, and individual veterans. 

Testimony at that time was given by some of the leading lending 
institutions in the State of Ohio—from Cleveland and Cincinnati. 

In Cleveland we had Mr. James T. Johnson of the Society for Sav- 
ings; we had Mr. Arthur E. Kluner of the Central Trust Co.; we had 
Mr. Juergens of the Central National Bank; we had representatives 
from Buffalo, Mr. George M. Marvin of the Buffalo Savings Bank; 
and in Cincinnati we had Mr. Walter Schultz, who was the executive 
secretary of over 600 savings and loans, and who was connected with 
the Federal Home Loan Bank Board. 

In all these instances every gentleman testified that if the interest 
rate should be increased to 41% percent there would be plenty of 
money available for veterans and they would be more than anxious 
to enter into the GI program; in fact, several of them testified that if 
the interest rate should be increased to 414 percent they felt they would 
be just as active in the field as they were in 1948, 1949, and 1950. 

We came back after our hearing and have had representatives of 
the Veterans’ Administration appear before us, and on April 29 Mr. 
T. B. King appeared before the whole Veterans’ Affairs Committee; 
at which time we discussed the testimony we had heard in Ohio. 

Mr. King made certain recommendations regarding his proposal, or 
the proposal of the Veterans’ Administration, to legalize the discount. 
During the course of those hearings many of us, including myself, 
were quite emphatic as to what we thought would happen if the 
emphasis was placed on discount. 
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er this directive was issued we beg: re ng communications 


from lenders, builders, and also veterans’ organizations saying that 


the GI money had not only slowed up but it had practically dried up 

Since it is the purpose of this committee to see thatthe veteran gets 
a home, we felt it might be adv isable for us toc ll in the lending insti- 
tutions and discuss with them just what their problem is today. 

[t is not our purpose to point a finger of accusation at any particular 
croup, organization, or ndiv idual. but it is our purpose to attempt to 
cather facts so that we in turn can make the proper recommendations 
to correct what is now a very bad situation. 

The first organization to testify this mornine will be the United 
States Savings and Loan League, and | believe Mr. Russell is here. 

Will you state your full name and affiliation? 


STATEMENT OF HORACE RUSSELL, LAWYER, REPRESENTING THE 
UNITED STATES SAVINGS & LOAN LEAGUE 


Mr. Russet. Mr. Chairman and gentlemen of the committee, | 
am Horace Russell, a lawyer, Chicago, Ill., representing the United 
States Savings and Loan League 

Mr. Ayres. Do you have a prepared statement, Mr. Russell? 

Mr. Russevu. If I may read a short statement of a page and a half, 
then I will try to answer any questions that the committee has, if T can. 

Mr. Ayres. That will be fine. 

Mr. Russeix. It is my understanding that this subcommittee is 
inquiring into the effect of the 4'-percent limitation on interest on 
veterans’ guaranteed and insured loans and into the present schedule 
of authorized initial charges and discounts 

I represent the United States Savings and Loan League—a trade 
organization. Our savings and loan associations, nearly all of which 
are mutual funds, have about $20 billion of private savings. The 
average saver has about $1,500. Nearly all of this money is used in 
the financing of homes 

The Government has guaranteed or insured about 3 million loans 
for veterans for a total amount of about $20 billion The losses to 
date are less than Mo of 1 percent. It is the greatest home ownership 
program in the history of the world. We are advised that the five 
principal aids to veterans, (1) demobilization pay, (2) unemployment 
assistance, (3) education, and (4) hospitalization, have each cost the 
Government several billions of dollars. The home loan program has 
a net loss of only about $15 million to date. It appears that the 
ultimate loss will certainly be less than the cost of any one of the 
other aids mentioned. Nevertheless, we believe that the home 
ownership program is the most beneficial of all of them directly to 
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the veterans and indirectly to them by sustaining the economy and 
promoting home ownership. 

Therefore, we are very much interested in the program and this 
inquiry. Savings and loan associations, in the early days of this 
program, made a very high percentage of these loans. To date they 
have made about 27 percent of such loans. This is a total of more 
than $5.4 billion. 

First, as to the rate: In recent months the vield on Government 
bonds, other high grade securities and conventional mortgages, has 
moved up more than of 1 percent. Therefore, in our opinion, the 
46 percent rate is now fully justified. Stated another way, the pres- 
ent prevailing rate on “no risk” home mortgages is 44% percent to 5 
percent, and the veterans’ guaranteed loan is largely a ‘‘no risk” 
loan and therefore the 4\ percent rate is justified. 

Second, as to initial charges and discounts: Savings and loan people 
almost altogether make and hold home mortgages. They do not to 
any substantial extent make and sell such mortgages. They are, 
therefore, interested in (1) an economic interest rate and (2) initial 
charges sufficient to cover the actual cost of putting the loans on the 
books. It is our opinion that the present provision for initial charges 
and discounts approximates and does not exceed the actual cost of 
putting the loans on the books. We have not requested a regulation 
of initial charges and discounts. We believe that competition would 
take care of this problem without regulation of it. However, if 
there is to be regulation, the present requirements, in our opinion, are 
appropriate 

Three things have happened, each of which has slowed up the 
veterans’ loan program. ‘The first was the amendment of the law 
by Congress requiring regulation of initial charges and diseounts. 
This has caused a great deal of confusion, delay, and has caused some 
institutions to discontinue such lending. The second was the action 
of Congress in requiring minimum construction standards, which 
necessarily was followed by a system of local inspection, all of which 
is confusing and which is expensive to the veteran and to the builder 
and to the lenders and causes much delay. It is very doubtful 
whether such amendment is justified. It would have probably been 
better to have relied upon Veterans’ Administration appraisal of 
reasonable value. The third is the present confused issues of tech- 
nical bulletins, which ought to be amended, simplified, and brought 
up to date. Each of these propositions has been largely mastered 
by the largest lenders with adequate staffs and facilities. However, 
unfortunately, each of these has tended to run the small builder and 
the small lender out of the veterans’ loan market. These three 
Government red tapes, confuse the smaller builders, lenders and 
veterans. They tend to drive them out of the business because 
they are afraid of this much Government regulation. Unfortunately, 
this affects availability of such loans in rural areas where they are 
most needed. 

Finally, we point out that any kind of a mortgage discount system 
which may be authorized is likely to encourage speculators and pro- 
motors and discourage legislative lenders. 

The United States Savings and Loan League is encouraging its 
4,000 members engaged in this program and assisting them in every 
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way it can to do so. On the whole, the program has been better 
conducted by the Government than any other governmental opera- 
tion, in our opinion. 

If we can be of assistance to this subcommittee, or your committee 
or the Congress or the Administrator of Veterans’ Affairs, we will 
be at your service. 

Mr. TeaGur. Would you read again the next to the last para- 
graph on page 2 of your statement? 

Mr. Russeti. The United States Savings and Loan League is 
encouraging its 4,000 members to engage in this program and assisting 
them in every way it can to do so. On the whole, the program has 
been better conducted by the Government than any other govern- 
mental operation, in our opinion. 

Mr. Treacur. Thank you. 

Mr. Ayres. Mr. Bonin 

Mr. Bonn. I have no questions. 

Mr. Ayres. After the Government’s Administrator issued the di- 
rective raising the interest rate to 4% percent, did you see any appre- 
ciable increase in loans throughout your organizations? 

Mr. Russevu. There was a distinct increase in interest in the 
making of veterans’ loans, but it takes a few weeks to process loans, 
and that interest did not show up the first day after the rate was 
increased in additional loans. It 1s now rapidly showing up in new 
and ee loans being made from day to day now. 

Mr. Ayres. Did the directive issued by the Veterans’ Administra- 
tion, effective May 18, have any bearing on your operations? 

Mr. Russevyi. There were situations where there were speculative 
builders and promoters who were in the process of negotations under 
the old rule as to charges and discounts, whose operations were affected 
by the new order. Mr. Chairman, I think it should be kept in mind 
that the Congress in the Housing Act of 1950 directed the Adminis- 
trator of Veterans’ Affairs to regulate charges made against the builder, 
the seller, the veteran, or other purchasers—four people. 

In the process of endeavoring to do what the Congress said, and the 
Congress intended, the Administrator of Veterans’ Affairs, as in the 
ease of the Commissioner of the Federal Housing Administration, 
who was likewise directed, put out directives to regulate interest and 
charges. It was believed at that time that the intent of the Congress 
was to regulate those charges at approximately the cost of putting 
loans on the books. The regulations prior to the present one, and the 
present regulation, appear to be an effort to regulate those charges at 
the approximate cost of putting the loans on the books. The differ- 
ence between the present one and the former one is that the present 
one more clearly states that as to the builder, the limit is the amount 
stated, namely, 2% percent on construction lending to be paid by the 
builder, or absorbed by him in any manner whatsoever. 

The storm that has arisen over the fact that the present order 
closes the door to what was going on by way of taking out of the 
builders more than 2% percent by way of a discount instead of a charge. 

Mr. Ayres. Do you think, Mr. Russell, that the builder should 
have the right after the loan has been closed to discount his mortgage, 
if he wants to? 
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Mr. Russevi. Mr. Chairman, we do not request that the Congress 
undertake to regulate this market. We think that probably it would 
be better if this question had been left to the market. We submit to 
the committee that if you are going to regulate the market, it ought 
to be regulated uniformly as to all concerned. 

Now, if you are going to regulate the charge against the lender, it 
follows that you must necessarily regulate the discount which a 
builder may absorb. The present regulations do not regulate the 
market for GI loans. My clients can sell veteran guaranteed or 
insured loans at any price they want to. I do not represent builders. 
The lenders, any lender, may sell any GI loan at any price the lender 
wants to in the present market. The regulation goes no further than 
to say that you cannot take out of the hide of the builder any more 
than 2% percent by any device whatsoever, including a discount. 
That is what the Congress said.to do. If the Congress would repeal 
this amendment of section 504 of the act and leave this question to a 
free market, I do not think that anyone would complain, but if the 
Congress wants a regulation it is difficult to see how you could possibly 
regulate initial charges unless you regulate discounts by the builder, 
and that is all this does. 

Mr. Teacuer. Mr. Russell, we find that the veterans, as a rule, do 
not pay too much attention to the interest rate. If they can get a 
low down payment and pay over a long period of time, they are not 
going to worry about the amount of interest. We have found as 
much as a 12 percent discount. The Veterans’ Administration has 
testified here that they feel with their appraisal system they can get 
within 5 percent of the cost of a house, but no closer. If they cannot 
get any closer than 5 percent, is there any way they can keep this 
discount from being passed on to the veteran who is buying the home? 

Mr. Russewu. It is a ve ry difficult problem. 

Mr. Traaue. So up to about 5 percent, then, you would say there 
is practically no way they can keep that from being passed on to the 
veteran? 

Mr. Russevu. I would agree that there is no way to appraise the 
exact value of a house. It is an estimate value, but 1 think that the 
original provision of the law which protected the veteran by a Gov- 
ernment determination of reasonable value is as nearly as you can 
get to that question. It is not exact. 

Mr. Tracue. It is my personal opinion that the Congress should 
in some way protect the veteran from a 12-percent discount. It seems 
to me that is getting a little rough. But 2 percent or 2% percent, if 
the builder wants to absorb some of that, perhaps we should not be 
too much worried about it. 

Mr. Russe.u. I would point out that the present schedule of fees 
and charges is no more than the actual cost of doing it, that is, if 
you go out and build houses and provide your own financing it will 
cost you about 2% percent any way you do it. If you come to the 
Society for Savings and want them to do the work and provide the 

capital that is required for construction lending, it will cost them, 
ad they will charge you, doubtless, about 2% percent and that is 
the allowance in the present schedule. 

Mr. Tracur. What should Congress do? Should we say that it 
takes a certain amount of interest to get this money and raise the 
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interest to that rate, or should we say you cannot take more than 
such-and-such a discount, or should we leave it free, and if a veteran 
wants to let it be a 12-percent discount and buy it at that cost, 


should we let it go at that? What should be the proper course for 


Congress to follow? 

Mr. Russe... If, as, and when the 41-percent rate is an uneconomic 
rate, the Congress should authorize and direct the incre ase, in the 
allowable rate, mn my opinion 

Mr. Teague. And completely cut out discount? 

Mr. Russexv. It would be all right to completely cut out discounts, 
although I think that question could reasonably be left to the com- 
petitive market 

Mr. Ayres. Is your money market the same in all sections of the 
country? ; 

Mr. Russeuyi. No; it is not, but it is more nearly so than it was 
30 vears ago, or 20 vears ago. You will recall in the Rocky Mountain 
States 30 years ago 10 or 12 percent interest was the customary going 
rate. 

Mr. Ayres. The reason I asked the question is that we have found 
that the small savings and loans in the smaller communities where they 
are dealing with their own money, so to speak, have been most co- 
operative and have gone along on this program and are increasing 
their Gl loans since the interest rate has been increased. The bulk 
of the complaint comes from those sections where the money, as we 
hear, comes out of the East and the builder makes the claim that 
cotiate on the sale of his mortgage after 
ere just is not any place for him to get 


unless he is permitted to n 
the loan has been closed 
money 

Mr. Russevy. Of course the main reason for that is very natural. 
The Members of Congress have been hearing from the speculators and 
from others who have been engaged in various and sundry means of 
acquiring this high-percentage loan money. 

Mr. Ayres. Do you accept loans from promoters and speculators? 

Mr. Russeii. Oh, ves. Our people make loans on homes to 
veterans and others, and however he got the house we will finance it. 
It does not control the question as to who built the house. We do try 
to finance bona fide loan purchasers who are acquiring bomes. 

Mr. Ayres. Would you care to offer an opinion why the so-called 
small lending institutions have money available for the GI housing 
program whereas the | ye lenders do not? 

Mr. Russeii. At the moment, Mr. Chairman, it is because of a 
sensitive money market When the GI program came along in the 
beginning the reverse was true. In 1944 and 1945 the country savings 
and loans had a fairly high interest rate it was paying for money, and 
the big-city institutions, where there were piles of money growing out 
of the industri il activities of the day, had a very low rate for savings of 
about 2 percent orless. At that time it was difficult to get the country 
institutions to go in because they were paying about 4 percent for 
money and they could not lend it at 5 percent. It was hard to get 
them in. Finally, more slowly, the country institutions got their rate 
they were paying for savings down, and they are now able to make 
these loans at 4% percent because they are not paying but about 2 or 
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2% percent for their money, whereas the big institutions in a sensitive 
money market, in order to acquire the capital with which to make the 
loans, have been compelled to bid higher, for example, and are now 
paying 2} and 3 percent for their capital to make their loans. There- 
fore, they are squeezed somewhat on a spread of 114 percent. 

Mr. Ayres. Did that money market change since the last week in 
March? 

Mr. Russeiu. Yes; it has been changing regularly for the last 
several months now. 

Mr. Ayres. Then you feel that the reason for the program having 
dried up in many localities is due to the change in the money market 
rather than in any directive that has been issued, specifically the 
directive of May 18 of the Veterans’ Administration? 

Mr. Russexuu. In the first place, Mr. Chairman, the GI loan lending 
operation has not dried up; it is still going. 

Mr. Ayres. I would lke you to come over and answer my mail 

Mr. Russeuu. It is gomg at over 25,000 loans a month. That is 
vell over $2 billion a year. 

Mr. Teacun. You cannot quite say that since this May 18 order, 
can you? 

The May 18 order is the one that my people are complaining about. 

Mr. Russevy. The last figures I have show there is no recent month 
where the number of loans to guarantee was less than 25,000, and that 


is at a rate of over $2 billion a year. 


rt 1 : : | 1] 

Mr. Tracur. 1 ask unanimous consent to place in the record about 
Hi) telegram irom Texas builders saving that they cannot secure 
financing for homes in Texas. Also, I would like to insert a few 


letters. 

Mr. Ayres. Without objection, they will be inserted in the record 
at this point. 

(The letters and telegrams referred to are as follows 
OLIN TEAGUE, 

House o Re pre sentatives, Was ngton, dD. ¢ 
Our builder-dealers with total of 454 one-far homes with mortgage applica- 
e unable to 

proceed because no mortgagee will make commitment to accept permanent 
past 10 days. 
Unless desperate situation corrected immediately entire economy will be affected. 
Immediate action required on part of Veterans’ Administration and lending 


agencies Please advise when relief can be expected. 


tions in process, some with certificates of reasonable value issued, ar 


mortgages. Our plant shut down, 150 employees discharged i1 


SouTHWEST AMERICAN HovusgEs 
Vi. L WESTBROOK. 


Houston, Trex., June 16, 1958. 
Hon. OLIN TEAGUE, 
House of Representatives 
I was advised today of your wire to me at Herring Hotel, Amarillo, relative 
hearing on VA discounts and fees in Washington this week. Being unable to 
appear I wish to appoint G. (Dick) Hughes, Pampa, Tex., and one of the biggest 
builders in Texas to serve for me. He is in Washington at the Mayflower. Our 
industry is in a precarious condition and something drastic must be done. Thanks 
for asking us to appear. 
Preston R. Piums, 
President, Texas State Home Builders Association 





1388 FEES AND CHARGES—GUARANTEED HOUSING LOANS 


AMARILLO, TEX., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building, 
Washington, D. C.: 
Why must the veteran continually be punished by lack of housing? King’s 
May 18 directive causing near standstill of veteran housing here. Our veterans 
need housing. Why is urging necessary? 
E. H. Brooks, 
President, Victoria Home Building Association. 


——— 
AMARILLO, TEX., June 9, 1958. 
tepresentative TEAGUE, 
House of Representatives Office Building: 
May 18 VA directive against home loan discounts ruining market here. We 
need your help. 
Davip Evans, 
President, Galveston County Home Builders, Texas City, Tex. 


AMARILLO, TEXx., June 9, 1958. 
Representative TEAGUE, 
House of Representatives Office Building: 
What can be done about unfair VA ruling of May 18 against veterans’ loans 
discounts? 
toy DuTrTon, 
President, Grayson County Home Builders, Sherman, Tex. 
AMARILLO, TEX., June 9, 1958. 
Representative TEAGUE, 
House of Representatives Office Building: 
Because of King’s May 18 ruling against discounts, financing of veteran housing 
at a standstill here. We urge this directive be rescinded. 
A. J. Eprr, 


President, Abilene Home Builders Association. 
cusmnennsn 


AMARILLO, Tex., June 9, 19538. 
Representative TEAGUE, 
House of Re presentatives Office Building, 
Washington, D. C 
May 18 Veterans’ Administration directive discriminating against veteran home 
seekers. Please investigate this unwarranted ruling. 
R. B. Briurnes, 
President, Fort Worth Home Builders Association. 


AMARILLO, TEX., June 9, 1958. 
Representative TEAGUE, 
House of Representatives Office Building, 
Washington, D. C.: 

Cannot place veterans home loans in our city because of May 18 order of Veter- 
ans’ Administration. Are you or are you not interested in our ex-servicemen 
having homes? 

L. Srvuart CAMPBELL, 
President, Brownsville Home Builders Association. 


AMARILLO, TEx., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building, 
Washington, D. C.: 
Financing of veteran housing at a complete standstill here. May 18 ruling 
against discount by King unfair. This block of veteran housing must be rescinded. 


C. S. Fostsr, 
President, Fl Paso Home Building Association. 
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AMARILLO, TEx., June 9, 19538. 
Representative TEAGUE, 
House of Representatives Office Building: 
Our home building programs for veterans being shut down because of VA 
ruling of May 18. Cannot some corrective measures be taken? 
CLYDE Copus, 
President, Austin Home Builders Association. 


AMARILLO, TEX., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building 
May 18 VA ruling against loan discounts is shutting down our industry. Please 
help 
G Ss NICHOLS, 
President, Sabine Area Home Builders, Bea imont, Tex. 


AMARILLO, TEx., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building, Washington, D. C.: 
In our area May 18 VA order has blocked placing of veteran home loans. 
Cannot this discrimination against the American way of life be corrected? 
EK. C. Bunca, 
President, Permain Basin Home Builders, Odessa, Tez. 


AMARILLO TEx., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building 
Loans on veteran housing cannot be placed because of unfair May 18 order by 
VA Chief King. Veterans in this area need housing. Are not you interested 
in seeing the veterans’ needs fulfilled. 
Percy ANDREWS, 
President, Tyler Home Builders Association. 


AMARILLO, Tex., June 9, 1953. 
Representative TEAGUE, 
House of Representatives Office Building, Washington, D. C.: 

Building of veteran housing near shutdown for lack of financing. Lender and 
builders feel King’s May 18 directive is not necessary and undemocratic. Urge 
your prompt investigation into this block of veterans housing. 

E. A. RuTLepGe, 
President, Wichita County Home Building Association, Wichita Falls, Tex. 


AMARILLO, TEx., June 9, 1958. 
Representative TEaGunr, 
House of Representatives Office Building, Washington, D. C.: 
May 18 ruling against home builders and veterans sheer dictatorship. Please 
investigate this misuse of governmental authority. 
LESTER PRoKopP, 
President, Houston Home Builders Association. 
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AMARILLO, TEx., June 9, 1953. 


tepresel tative TEAGUE, ” 
House oj Re prese niatives Office Bu lding. Washington dD. c.: ' 

By his May 18 order VA Chief King is causing another crisis in the veteran : 
housing field in this area We implore vou to investigate and have this May \ 


directive rescinded. 
DEAN CHOLLAR, 


Pres dent, San Angelo Home Bu ders Association, San Angelo, Tex. 


Representative TEAGUE, 
House of Re presenta es Of e Bu iding, Wash ngton, re. is 
May 18 directive of VA Chief King against discount ruining veteran home loan 


market here, please investigat¢ 
N. O. SIMMONS, 


President, South Texas Home Builders, ¢ or pus Christi, Tex. 


Representative TEaGu! 
House of Representative O fhice B ding, Washington, D. 
Dictatorship by bureaucrats vividly illustrated by May 18 VA directive 
ea 1 a If vou believe \merican democracy investigate 


alnst ne -loan disc¢ i 








once 
Preston R. PiumMp, 
Pre ent, Texas Home Builders, Houston, Tex. 
AMARILLO, TEx., June 9, 1958. 
Represt { r ry Af 


House of Rep ntatives Office B ling, Washington, D. ¢ 

; nistration May shut down placing of veterans 
ing is necessary. 

Wiuson H. Brown, 


> 


President, Dallas Home Builders Association. 








tepresentative TEAGUE, 
House of Re presentatives O fhice Buildina, Washi jton, Bp: Cw 
Because of May 18 directive by VA Chief King mortgage money for veteran 
housing in San Antionio is not available. Quick action is necessary to prevent 
complete shutWown of veteran housing. 
X0LAND BRENER. 


AMARILLO, TEx., June 9, 1958. 
Congressman TEAGUE, 
House of Representatives, Washington D. C.: 
Find it impossible to furnish houses to veteran as result of King no-discount 
order. Having to lay off crews. Urgent. 
Nasu PHILLIPs, 


Austin, Tex. 


AMARILLO, Trex., June 9, 19538. 


Honorable TEAGUE, 
Ho iSé of Re prese ntativ 8, 
Washington, D. cs 
The Austin home builders find it impossible to finance new home for veteran 
due Veterans’ Administration discount regulation. 
AusTIN ASSOCIATION OF HomE BUILDERS 
CLYDE Copus, President. 
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Pampa, Tex., June 10, 1953. 
Congressman OLIN “TIGER” TEAGUE, 
House of Representatives, 
Washington, D. CG. 


Home builders of Texas, Oklahoma, and New Mexico just concluded 2-day 


conference. There is no new mortgage money available. In 30 days there will 
be practically no housing under construction throughout the Southwest All 
houses will be completed on which we have commitments. VA fees and charges 
regulation, dated May 18, 1953, must be rescinded or the housing industry will 
come to a complete standstill throughout the Southwest. I will be in Washington 


tomorrow. 
R. G. Diex Hueues 


ATLANTA, Ga., June 16, 1953 
Hon. Paut Brown, 
House of Re prese ntatrves, Washir gton dD. ¢ 

The veterans fees and charges regulation of May 18 is now in hearing in the 
House. This regulation will gradually eliminate all veterans home loans in 
Georgia and other States if it is left in effect I urge you as a veteran of World 
War II and as a director of the NAHB of the United States to please examine 
the regulation and I believe that you will see the same as I see and the other 
people of Georgia that are affected under this regulation As ever your friend. 

BEN SMITH, Sr. 


Hovust or REPRESENTATIVES, 
Washington, D. C., June 18, 1958. 
Hon. Ouin E. TEAGUE, 
Committee on Veterans’ Affairs, 
House of Representatives, Washington, D. C. 

My Drar TEeaGueE: | am enclosing telegram from Hon, Ben Smith, Sr., Atlanta, 
Ga., which I hope you will file with your committee. I understand you are giving 
consideration to the matter he is interested in. 

Mr. Smith is one of the outstanding men of my State. I certainly will appre- 
ciate any consideration given his views. 

Sincerely yours, 
PauL Brown. 


Unirep States Savines AND Loan LEAGUE, 
Chicago, Ill., June 17, 1968. 
Hon. Ourn FE. Teacuen, 
House Office Building, Washington 25, D. C. 

DEAR CONGRESSMAN TEAGUE: As a member of the Veterans’ Affairs Committee 
vou will, I am sure, be interested in the recent activities of the United States 
Savings and Loan League in support of the GI home-loan program. Savings and 
loan associations have always been strong boosters of this program and have 
advanced over $5 billion in GI loans during the life of the program 

Perhaps of greatest interest is our recent telegraphic survey indicating that sav- 
ings and loan associations will make 76 percent more GI loans in the latter half 
of 1953 than in the last half of 1952. The details of this survey are included in a 
news release, copy of which is attached. 

Before the interest rate was raised to 414 percent the league pledged that its 
members would actively support the program at the adjusted rate. The very day 


that rate increase was announced we renewed that pledge. I am enclosing a 
copy of a statement made at that time by Charles L. Clements, president of the 
league. A few days later when our executive committee met, we deve loped a 


more comprehensive program for the promotion of GI loans which is set forth in 
another press statement which I am enclcsing. 

We are appointing a special committee of 100 savings association executives 
which will constitute our “committee to promote homeownership among veterans.’ 
It will be the function of this committee to promote GI lending generally and to 
attempt to channel a greater volume of GI lending into the rural areas. We are 
now attempting to develop some special programs of liaison between VA officials, 
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veterans organization posts, and our State and local trade groups to develop better 
means of getting GI loans in the less populated areas. 

Finally, we have developed and distributed to all savings and loan associations, 
and made available to other lenders, the enclosed pamphlet entitled ‘GI Loans 
are Good Loans.’’ This pamphlet urges lending institutions to make more GI 
loans and explains why GI loans are ‘‘good business.”’ 

I am just sending you this material to show you how sincerely we in the United 
States Savings and Loan League are working for the improvement and expansion 
of GI lending. If you have any questions or suggestions as to how we can better 
serve the veterans, I would appreciate hearing from you. We feel that Congress 
has worked hard to develop a sound and favorable program for veterans’ home 
ownership and we want to do our part in carrving this program through to greater 
Success 

Sincerely yours 
STEPHEN SLIPHER, 
Staff Vice President 


UnitEp States Savincs AND Loan LEAGUE 
CHICAGO, ILL. 


The United States Savings and Loan League today hailed the rise in interest 
rates on GI home loans, and said the action would break the “bottleneck” on 
loans to veterans 

The league, through its president, Charles L. Clements, also announced it 
would undertake a drive among its more than 4,000 member savings associations 
and cooperative banks ‘‘to put the GI home-loan program back in high gear.”’ 

Clements, commenting on the Treasury’s announcement boosting the GI rate 
to 4% percent, declared that the increase “‘automatically”’ places tens of thousands 
of veterans in what he described as the ‘‘effective home-buying market.”’ 

“The downpayments to buy homes required under the GI program are sub- 
stantially under those required by lending institutions on other types of loans,” 
he asserted 

In recent months, downpayments on GI loans have averaged 13 percent of 
sales price Meanwhile, downpayments on ‘‘conventional’”’ or non-Government- 
aided loans have averaged 30 percent of sales price. 

The league president praised the interest-rate hike as ‘“‘a courageous step”’ 
along the road back to a free economy 

A prediction made by the savings and loan leader was that the rise in the GI 
interest would ‘‘revitalize” the postwar home-building boom and thereby bolster 
the entire economy. 

“As a result of the increase in the rate, 1953 may well turn out to be the second 
biggest residential home-building year in history,” said Clements. 

He pointed out that home building is off to a fast start in 1953, and added: 
“With the aid of higher GI interest rates, the chances are favorable that home 

roduction will approach 1,200,000 houses and apartments.” 

The figure forecast by Clements would exeeed every previous building vear 
except 1950, when there were 1,396,000 housing starts. Last year was the second 
biggest building vear on record, with 1,131,400 starts 

Clements said that the stepup in home building would help to strengthen the 
overall economy, and would help to take up any slack resulting from a decline in 
defense spending. 


UniTED Sratres SAvincs AND Loan LEAGUE, 
Chicago 1, Ill., May 12, 1958. 

The Nation’s savings and loan associations and cooperative banks will earmark 
a billion dollars for GI home loans during the remainder of 1953, according to an 
announcement by Charles L. Clements, president of the United States Savings 
and Loan League 

Clements made the announcement after the close of a meeting of the league’s 
executive committee during which plans were laid for an extensive drive to boost 
GI lending among the trade organization’s 4,000 member institutions. 

The league president pointed out that the increase last week in the interest 
rate on GI loans to 4% percent had removed the “marked competitive disad- 
vantage of veterans home loans to other type of mortgages and investments. 

“The new rate,” he added, ‘will permit out institutions to place more of their 
funds in GI loans than has been possible for the past 2 years.” Clements is 
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president of the Chase Federal Savings and Loan Association of Miami Beach, 
Fla. 

The league president also disclosed that a special committee of 100 savings 
association managers would be appointed to carry the drive for GI lending into 
‘“‘all areas’”’ of the United States 

‘We intend to make a determined effort to funnel GI funds into those rural and 
less populated areas where veterans loans have always been difficult to secure,” 
he said, 

He said that league leaders will seek an early meeting with officials of the 
Veterans’ Administration and the major veteran organizations to work out 
details of a lending program for the areas of small! population. 

Clements recalled that back in 1945 when the GI plan was introduced, th 
United States League took the lead in urging its members to participate in the 
program, with the result, that savings associations made 80 percent of all GI 
loans during the first 6 months of the program 

‘Since the national administration has provided a realistic interest rate o1 
GI loans, it is now up to lenders to make sure that the GI program moves ahead 
with new life and vitality,” he said. 

The member institutions led by the United States League comprise the largest 
segment of the home-financing business. Last year, these institutions made 
36 percent of all home loans. Since World War II, they have made nearly 
900,000 GI loans. 


UNITED STATES SAVINGS AND LOAN LEAGUI 


221 NORTH LA SALLE STREET, CHICAGO 1, ILL. 
JUNE 7, 1953. 

A big expansion in home lending for veterans is being mapped by the Nation’s 
savings and loan associations. 

That optimistic report came today from the United States Savings and Loan 
League which said that the estimated GI lending by savings associations during 
the second half of 1953 will be nearly twice that of the same period last vear. 

teporting on the findings of a nationwide telegraphic survey of more than 
200 savings institutions in every section of the country, the league disclosed: 

1. The rate of GI home lending, on a national average, will run at the rate of 
more than $100 million a month for the second half of this year, as compared 
with $58 million monthly for the second 6 months of 1952. 

2. The most noticeable expansion in GI lending by savings associations will 
take place in the East, the Southeast, the Southwest, and the Midwest, with a 
slower pace of increase in States bordering the west coast. 

3. In general, the most rapid revival in GI lending will occur among the larger 
institutions in the bigger metropolitan areas. 

4. More than 80 percent of all savings associations are planning to make GI 
loans in the coming months, although the volume will vary percentagewise from 
institution to institution. 

5. A substantial number of institutions which were out of the GI program 
entirely in 1952 are planning to return. 

6. Because the announcement of the rate increase on GI loans was announced 
only a month, some institutions still have not determined the extent of their 
participation in the program. 

The results of the telegraphic poll, released today by the United States league, 
were described as ‘“‘greatly encouraging’? by Norman Strunk, league executive 
vice president. 

He said the favorable response reflected in part efforts of a month-old campaign 
now being conducted by the league to encourage greater participation in the GI 
program by the trade organization’s more than 4,000 member savings institutions. 

Strunk said that the poll was taken to secure documentary proof that the GI 
loan program is rolling again, and to counteract reports that the hike in GI 
interest rates is failing to bring mortgage lenders back into the market. 

The league official pointed out that while other types of mortgage lenders are 
still reluctant to reenter the GI program, ‘“‘There is every indication that most 
savings associations are moving back into the GI market quickly. 

“Tt is true that a little time will be required in order that some institutions 
become reaccustomed to making GI loans once more,’’ said Strunk. ‘‘However, 
reports and predictions that the program will continue bogged down are inaccurate 
and premature.” 


35186—53——2 
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The league survey disclosed a broad disparity in the GI lending plans on the 
part of many of the institutions participating in the coast-to-coast telegraphic poll. 

Some institutions, whose volume of GI loans had dropped to the vanishing point 
in recent months, revealed plans for increases ranging upward of 1,000 percent. 

On the other hand, some associations in the eastern seaboard States and the 
New England States who had remained active in the GI market, promised gains, 
although on a less spectacular scal 

In some of the smaller towns, the heads of savings associations expressed @ 
willingness to make the loans at the rate now prevailing but complained of a lack 
of savings 

Throughout the Midwest and most of the South, savings associations generally 
indicated plans to either reenter the GI program, or to expand their GI volume of 
last year 


GI. Loans ARE Goop Loans 


BY JOSEPH HOLZKA, STATEN ISLAND, N. Y., AND JOE C. JENKINS, GAINESVILLE, FLA., 
CO-CHAIRMEN OF THE COMMITTEE TO PROMOTE HOME OWNERSHIP AMONG VETER- 
ANS AND iI LENDING, UNITED STATES SAVINGS AND LOAN LEAGUE 


With the increase in the rate on GI loans to 4}! percent and the fact that the 
GI loan now provides the same return to the lender as an FHA loan, len 

stitutions are reexamining their policies relative to the making of GI, FIA 

1 conventional loans 

The 4% percent return on GI loans is still less than that frequently available 
on good conventional loans In most cases, however, it is only % of 1 percent 
lower, and the almost complete freedom from risk in the GI loan and the public 
relations aspects of it compensate in great part for this differential 

Of course, lenders would not want to make all of their loans at 4% percent 
However, if all lending other than GI financing was done at a yield of 5 percent, 
then putting 20 percent of the loan volume in 4% percent loans would reduce the 
iverage yield on the loan volume by only one-tenth of a point An institution 

eercent of its mortgage portfolio at 5 percent and the balance at 4% 
percent would earn 4.95 percent on its entire portfolio. 

I very standpoint except this small differential in yield and the slight 
additional bother and time in making the loan, the GI loan is the best mortgage 
loan available in the market today Unless GI loans are granted blindly or the 
guaranty is carelessly voided, they can be counted upon as safe loans and the 
loss reserves of the institution need not be built up so rapidly against them as 
against other types of loans 

Practically all lenders have had a very favorable experience with GI loans; all 
will testify to the promptness with which the Veterans’ Administration has 
honored the guaranty and the extent to which the guaranty has protected the 
institutions against loss. 

Aside from the recent increase in rate, there have been a number of important 
changes in the GI loan program since 1945 which have greatly enhanced the 
attractiveness of the loans to lenders 

These important changes, increasing the desirability of GI loans as an invest- 
ment, are as follows 
1. The guaranty protection has been increased; it is now $7,500 or 60 percent 
of the loan, whichever is less 

2. The VA guaranty is incontestable In 1948, an ineontestable clause was 
added to title III of the Servicemen’s Readjustment Act which provides that 
once VA issues it guaranty certificate to the lender, the eligibility of the loan 
cannot be contested except for fraud or material misrepresentation. This had 
added a strong measure of protection which was previously lacking. It has 
enabled the lender to have confidence that the validity of the VA’s guaranty 
would not be questioned in the future because of mistake or misunderstanding 
on the part of either the lender or the VA field office 

3. Loan origination charges have been authorized. The VA regulations now 
permit lenders to charge the veteran borrower an origination charge up to.a 
maximum of 1 percent of a loan, or $50, whichever if higher. This, plus loan 
charges authorized by the various regional offices of the VA, clearly permit 
lenders to collect from the borrower all or a substantial part of the cost of putting 
the GI loan on the books. In addition, a fee of up to 2 percent may be charged 
the veteran on any construction loan advances. 


From ¢ 
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4. Protection to the lender under foreclosure has been strengthened. The 
terms under which VA accepts conveyances of property were liberalized from the 
lender’s standpoint by an amendment to the loan guaranty regulations in De- 
cember 1948. Under these revised terms, the VA does not require possession, 
the holder is reimbursed for revenue stamps, the VA will accept a title which is 
generally acceptable to local attorneys and title companies, and the VA will 
assume custody of property and risk of loss due to property damage immediately 
after foreclosure even though the title to the property has not yet been conveyed 
to the VA 

An additional point not to be overlooked is that the holder of a GI loan will 
receive, by means of payments on the guaranty or from the sales proceeds, interest 
at the rate of 4% percent up to the date of the foreclosure sale, and if the sale 
must be confirmed under local law, interest is allowable to the date of such con- 
firmation. 

Furthermore, the holder of a VA-guaranteed loan may deduct from the sales 
proceeds all foreclosure expenses reasonably necessary in connection with the 
foreclosure. 

The holder of a mortgage guaranteed by the VA is legally entitled to his guar- 
anty payment even though the property is no longer in existence. The holder 
of a VA-guaranteed mortgage is not liable for waste occurring prior to foreclosure 
(not committed or permitted by the mortgagee) and may escape all such liability 
following foreclosure by turning custody of the property over to the VA im- 
mediately following the foreclosure sale. 

5. The GI loan has gained general acceptability. Unlike the earlier years of 
the VA loan guaranty program when the GI loan was regarded by many as a new 
and untried investment instrument, for some time now it has had wide accepta- 
bility among all types of lending institutions, including secondary market in- 
vestors who supply mortgage capital on an interstate basis, although the price 
at which GI loans can be sold may and does drop below par at times. 

The outstanding record demonstrated by veterans in repaying their obligations 
has won admiration and respect among lenders everywhere. Since these loans 
cost the borrower 4% percent as against 5 percent on FHA loans and 5 percent 
and more on conventional loans, there is less risk of losing the loan through 
refinancing when it becomes seasoned. Furthermore, a property so favorably 
financed can be worth more money in depression times. The longer term at 
which nearly all GI loans are made, together with the lower interest rate, means 
that the monthly payments are substantially lower than on most conventional 
loans. These loans, thus, are easier for borrowers to carry and defaults on them 
are likely to be at a lower rate in times of recession or depression. 

From the lender’s point of view, veterans of World War II and the Korean war 
constitute the biggest single market for desirable home-loan business. All of 
these men are eligible for GI loans. Certainly all lending institutions with an 
eye toward the good name of the institution and stability of operation will want 
to give every consideration to taking an active part again in the GI loan program. 

Mr. Ayres. I think since you have stated these definite figures, 
and since we have the benefit of having Mr. T. B. King of the Veterans’ 
Administration in the audience—although he will not be officially called 
until tomorrow—I think it might be advisable, Mr. King, if you could 
clarify this figure. Have you made 25,000 loans in the last month? 


STATEMENT OF T. B. KING, DIRECTOR OF LOANS GUARANTY 
SERVICE, VETERANS’ ADMINISTRATION 


Mr. Kiva. That is approximately the figure of applications for the 
month ending May 25, 1953. 

Mr. Bonrn. Mr. King, I am not concerned about applications. I 
want to know did you make the loans? 

Mr. Kiva. Mr. Congressman, we do not make loans, as I am sure 
you know. We guarantee them. 

Mr. Bont. I understand they are guaranteed. 

Mr. Kina. The best indicia is afforded by the flow of applicants. 
It is the most reliable indicator. 
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Mr. Tracun. Mr. King, take for exaraple the loan applications in 
Texas since May 18. How long would it take that information to 
filter up here to vou so that you would know what is happening there? 
The point that I am trying to make is, do we know yet the effect of 
your May 18 order? Has it come up from Houston, or that area? 

Mr. Kine. Mr. Teague, we do not know at all at this date the effect 
of the May 18 order on June loan origination volume. 

Mr. Tracuer. That is what I want to know. I did not think that 
it would get up here that quickly. 

Mr. Russeiyt. May I further answer the question? The United 
States Savings & Loan League, with 4,000 members and with about 
$20 billion, has taken the trouble to poll its membership on what is 
happening with the 4% percent rate, and I would like for Mr. Slipher, 
who conducted that poll, to make a short statement. 

Mr. Teacuer. Will you yield for just a second? 

Mr. King, before tomorrow would you make some spot checks by 
long-distance telephone to your offices around the country and tell 
us what is happening? 

Mr. Kina. Mr. Teague, I was in Denver yesterday at a meeting of 
some 20 or 22 loan guaranty officers representing practically every- 
thing west of Chicago with the exception of the great State of Texas. 

Mr. Teacusr. You made a big mistake. 

Mr. Kina. I believe on a show of hands that 14 were of the opinion 
that the GI loan volume in their respective bailiwicks would increase 
over the next 60 or 90 days. 

Mr. Twacun. Specifically, will you check with the loan guaranty 
officer in Houston and Waco before you appear here and see what 
they tell you about what is happening, and while you are resting 
there at the table, would you look at about 40 telegrams that I hav e 
placed in the record saying that they cannot place any of this paper? 

Mr. Kina. If it would better suit your convenience, I can better 
tell you now what they will tell me. 

Mr. Tracuer. I thought a moment ago you said that the informa- 
tion had not filtered up here and you did not know what was hap- 
pening. 

Mr. Kina. I say that I can approximately give you what they will 
tell me, and that is that in Houston, for example, there is consider- 
able confusion among builders who are now endeavoring to get financ- 
ing for future building. The market is very unsettled. 

Mr. Tracur. What about the next 2 weeks or months? 

Mr. Kina. The market will hardly change in so short a period. 

Mr. Treacue. It will still be confused? 

Mr. Kina. Yes. 

Mr. Tracur. How about 6 months from now? 

Mr. Kina, I beg off. I am not a predictor. 

Mr. Tracus. Then, actually, what you think is your May 18 order 
is going to continue to cause confusion from now on; is that what you 
are saying? 

Mr. Kina. No; that is not what I am saying. But there are any 
number of qualified men in this room, all of whom I feel confident will 
endorse my statement that it would be foolish to predict what will 
happen 6 months from now. 


Mr. Tracuer. It seems that in your position you would have some 


sort of idea of what is going to happen to GI housing in the next 5 or 6 
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months. The builders tell me they cannot build any more GI homes 
in Texas. Do you believe that? 

Mr. Kina. I do not believe that, Mr. Congressman. 

Mr. Tracur. Do you believe that the building will continue at 
about id level it has for the last 4 or 5 months, or do vou believe there 
will be a radical change one way or the other? 

Mr. “beng | think that the builders of Texas under the practices 
for financing which are prevalent there today will probably have 
considerable difficulty in getting financing for their future planning. 
That difficulty is considerably accentuated because of the widespread 
conviction that the Veterans’ Administration rule against discounts 
will be broken. Quite naturally, in that setting, money will not come 
out until lenders know where they stand. 

Mr. Epmonpson. Mr. King, I have had a number of telegrams from 
Oklahoma builders along the same lines as Mr. Teague’s, and [| just 
wonder if it is your observation that this is a regional thing and that 
Oklahoma and Texas are unique in the situation that seems to be 
confronting the GI home-building program right at this time. 

Mr. Kina. Congressman Edmondson, your appreciation of the 
area factor in this problem is correct. The area factor in relation to 
the supply of mortgage money in this country is always of essential 
importance, and there is a very widespread disparity in the availability 
of money from one locality to another. The Southwest is notoriously 
an area in which local money is scarce. Its very considerable expan- 
sion over the past few years has pointed that up further. The 
builders of the Southwest largely have to get their money for project 
building out of New York. New York is moving very cautiously at 
the present time in their willingness to supply money for projects 
which will not eventuate in loans for some 6 months or more to come. 

Mr. Epmonpson. Did your May 18 statement, which you issued to 
the various field offices, state any rules or regulations that had not 
prior to that time been in force or effect, or did it merely restate 
existing rules and regulations? 

Mr. Kina. A brief answer to that question, Congressman, can be 
given by the statement that our May 18 rule was more restrictive 
than the rules theretofore in effect. 

Mr. Ayres. I think we will get into that tomorrow, if it is all right 
with you. 

Thank you, Mr. King. 

Mr. Bont. I beg to differ with the statement made by Mr. King 
that this is concentrated in a particular area. I have been receiving 
the telegrams also from my area, and that is northeastern Pennsyl- 
vania. The complaints have been coming in ever since this directive 
was issued. 

Mr. Ayres. The same thing is true for Ohio. 

Mr. Kine. May I interpose here. I am sorry that I left Congress- 
man Bonin with a misimpression. I did not say that this was ‘char- 
acteristic only of a single area. 

Mr. Bonrn. You were implying it was concentrated in Texas and 
the Southwest. 

Mr. Kina. I meant to say that the situation you view in Pennsyl- 
vania is even more crucial in the Southwest. 

Mr. Ayres. I might add, Mr. King, neither of us is very good pre- 
dictors, and I am elad that you, like myself, have seen the light, be- 
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cause on April 29 you predicted that the 44 percent would overgun the 
building market. 

Mr. Kine. Mr. Congressman, I was not aware that I predicted that. 

[ said it was a result to be feared. If you would like, I could pro- 
duce the similar comments of extremely competent authorities, be- 
cause you see, Congressman, we are concerned with a fast-changing 
situation, and things which have developed since you received assur- 
ances in February, March, and April there would be an abundance of 
money at 4% percent, have disaffected that situation. Some of those 
developments were foreseen by very few indeed. 

Mr. Ayres. Thank you, Mr. King. 

We will get our guns loaded tonight and sleep over it and discuss 
the situation with you tomorrow. 

Mr. Kina. I will do my best to get a good night’s sleep by way of 
assembling my ammunition. 

Mr. Russe. If I may endeavor to answer the question by giving 
the results of a poll of what we may expect as to future loans, Mr. 
Slipher is here. 


STATEMENT OF STEPHEN SLIPHER, STAFF VICE PRESIDENT, 
UNITED STATES SAVINGS & LOAN LEAGUE 


Mr. Strpoer. We took a poll of about 200 savings and loan institu- 
tions and asked them—and this is after May 18 and after the rate went 
up—what their plans were for the latter half of this year as compared 
to last year, and the sum result was that those associations expect to 
make 76 percent more GI loans the last half of this year than in the 
last half of 1952. 

Now, keep in mind, as Mr. Russell said, we make only about 27 
percent of the GI loans. So, if we increase our participation, it is 
not going to flood the market with GI loans if the other three-quarters 
of the lenders drop down drastically. So, because we tell you that 
the savings and loan associations are going to make GI loans, it does 
not mean there will be more GI loans generally, because we are only 
a part of the lending market 

Mr. Ayres. How long will it take for this increase to show up with 
more veterans getting into homes? 

Mr. Sureuer. | think more veterans will get GI loans from savings 
and loans as of right now, but if they are not getting as many loans 
from other lending institutions, your mail is not going to reflect it at all. 

Mr. Ayres. Could you provide us with a list of these savings and 
loans that are anxious to make GI loans so that we in turn, as a 
committee—and these requests are funneled into us from all over the 
country—can refer to it and, say, have veteran John Jones call the 
Fall Savings & Loan and they will be very happy to discuss the loan 
with you. That would be most helpful if we had someone to send 
them to. 

Mr. Surpner. It isn’t very practical. I can tell you the name of 
the association that is going to make $1 million worth of loans. If 
they are the only ones in the area making the loans, they will be 
swamped. 

Mr. Ayres. That is the problem with which we are faced. We 
get the testimony that there will be a lot of loans made. 

Mr. SuipHeEr. I said savings and loans will make more loans. 
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Mr. EpMonson. With regard to the savings and loan associations 
field, have they been, to your knowledge, following this discount 
practice that this specific regulation was directed against? 

Mr. Surpuer. As Mr. Russell pointed out, we generally make and 
hold loans and do not sell or buy, and that has not been important 

Mr. Epmonpson. That would not be a field likely to be dried up or 
adversely affected? 

Mr. SurpHer. The impact of the discount ruling is not so much on 
us. You will hear witnesses who can tell you more about that. 

Mr. Kine. When was your survey made? 

Mr. SuipHer. It was made about the weekend of Memorial Day. 
We compiled it on June 7. 

Mr. Ayres. When we originally scheduled the hearings we did not 
have knowledge of the fact that the House would be meeting at 10 
o’clock. It will be necessary for the members of this committee to be 
on the floor at 11. 

We will recess the hearing until 1 o’clock. 

(Whereupon at 10:45 a. m., the committee recessed to reconvene 
at 1 p. m.) 


AFTERNOON SESSION 


Mr. Ayres. The committee will come to order. 

Having received permission from the Spe: aker of the House to con- 
tinue the hearings this afternoon, even though they are having general 
debate in the House, we will call Mr. Russell back to the stand. 

Before we recessed, Mr. Russell, I believe that Mr. Slipher had 
gone into the survey that you had made He stated that 27 percent 
of all the loans made were made through your organization. Is that 
correct? 

Mr. SurpHer. That is approximately the figure. 

Mr. Ayres. | wonder if you have any breakdown as to what per- 
centage of those loans were on new construction and what percentage 
were on existing structures. 

Mr. SurpHer. No; | do not believe that we have that information. 
I believe it runs about roughly, ordinary loans about a third on new 
housing and two-thirds on existing housing, and I believe that the 
ratio for us would be about the same. Maybe it would be a little 
more on GI loans. 

Mr. Ayres. More on new construction? 

Mr. SuipHer. Probably more on new construction. 

Mr. Bontn. You stated in your testimony earlier in the day your 
organization loaned approximately 27 percent of the current G [ loans 

Mr. Surpuer. We have been doing about a fourth of it. 

Mr. Russeuty. On a cumulative basis to date the savings and loan 
people have made $5.4 billion worth of loans, and that is about 27 per- 
cent, on a cumulative basis, of all the GI loans made and guaranteed. 

Mr. Bonin. I do not recall what vour anticipated loans would be 
Would they increase, or would they remain st: able, or decrease? 

Mr. Russexu. A poll taken since the interest increase and the new 
schedule of fees, charges and discounts, taken at about the end of 
May and published about the 7th of June indicated that our people 
would do 76 percent more GI lending in the latter half of 1953 than 
they did in the latter balf of 1952. 

Mr. Bonrn. At the time the poll was taken was this regulation 
taken into consideration? 
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Mr. Russeuu. It was. 

Bonn. Was there sufficient news coverage and publication? 

Mr. Strpuer. We mailed it out to all our people. 

Mr. Russeiyt. We mailed them notices of the interest rate increase, 
and they received notice from the newspapers of that also. It has 
been mailed from the Veterans’ Administration, this May 18 schedule, 
and the United States Savings and Loan League also mailed that to 
its membership, so our membership, 4,000 institutions, lending 
institutions, had notice of the increase and notice of the new schedule 
and fees, charges, and dscounts. The survey was made for the purpose 
of finding out what the result of that situation would be, and the 
result comes up to the statement that they will lend 76 percent more 
money in the latter half of 1953 than they did in the latter half of 1952. 

Mr. Bontn. I do not believe we received an answer from you to 
the question that Mr. Ayres asked, the chairman of this committee, 
about whether or not you would be willing to release the names of the 
institutions that you represent. Would you be willing to do that? 

Mr. Russevti. We publish a list of our membership in a directory 
of the United States Savings and Loan League, which is quite generally 
available. 

Mr. Ayres. Are all these 4,000 institutions that you represent 
engaged in the GI guaranty program? 

Mr. Russevu. They are all engaged exclusively in the financing of 
loans locally where they operate. Not every one of them would 
make a GI loan today. Some of them would and some of them 
would not. 

Mr. Ayres. Could we arrive at an average? 

Mr. Russeiyu. No; there would be no reliable estimate that I 
could give you as to the percentage of institutions that would actually 
be e nea ‘d in GI loans, or what percentage of their loans they would 
make GI. There is prevailing in the business a general purpose 
among a great many institutions to put anywhere from 10 to 50 
percent of their new market loans money into veteran loans. That 
is quite a general proposition. If you look at their statements you 

san find the mortgage loan holdings will vary from around 10 percent 
up to 50 percent in GI loans. 

Mr. Teaaue. Mr. Russell, you are familiar with section 504? 

Mr. Russet. I am. 

Mr. Teacue. This order that was put out on May 18, do you 
think that carries out the intent of section 504? 

Mr. Russe.u. It is my opinion it does. 

Mr. Tracue. You think the law would have to be changed, or 
should be changed? 

Mr. Russexu. In my opinion, the law should be changed if you 
do not wish to regulate initial charges and discounts. I would like 
to point this out, gentlemen of the committee, in connection with 
504. The people that I represent do not ask for that amendment 
of 504 which directed the Administrator of Veterans’ Affairs to under- 
take to regulate initial charges and fees, but the Congress chose to 
amend the statute in that respect. The first regulation regulated 
charges and fees. Right away, there developed a system of discounts 
and charges and other devices to get out of the builder more than 
the amount permitted as a charge or fee. 

Mr. Tracue. Do you believe that would be a violation of the law? 
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Mr. RussEt_. I believe it to be a violation of the intent of Congress, 
and if I had been the Administrator of Veterans’ Affairs, acting under 
the direction you gave him, I would have felt compelled to plug that 
hole. 

Mr. Tracur. You never would have permitted discounts? 

Mr. Russetu. To put it on the same basis that charges and fees are 
on, whatever name you call them, and that is all the new schedule 
of May 18 did. You see, prior to May 18, there was approximately 
the same schedule of fees and charges that we have now. Therefore, 
for the savings and loan institutions which make these loans and hold 
them, the schedule of May 18 is just like the other one. The difference 
between the two is that there had developed a very substantial busi- 
ness in certain areas, and among certain people, to have the builder 
build the house and sell it, purchase the mortgage, get that guaranteed, 
and sell the mortgage for a price which was the same thing as the 
lender charging that same amount as a charge or fee. It was a direct 
avoidance of the intent of Congress. It was also done in another 
manner by which the lender would agree and commit to make the GI 
loan if somebody would make a contract with the lender to buy them 
from the lender within a fixed period, usually 6 months or a year, or 
purchase and secure that contract by a 5 or 7 percent cash deposit 
which could be applied as liquidated damages if he did not do it, 
which was the same thing as to charge him 5 or 7 percent. The May 
18 schedule does not do anything at all except put everybody on a 
uniform basis. 

Now, again, we say that perhaps it would be better to eliminate 
your effort to regulate initial charges and discounts and leave that to 
the market place; but if you do not wish to do that, it seems evident 
to me that it is appropriate that your effort should be uniform, treating 
everybody alike and not being more favorable to one group of people, 
or one class of builders, or lenders, than to another. 

The present regulation, or schedule of fees, charges, and discounts, 
treats the little builder at the fork of the creek who goes to the little 
local bank or savings and loan, with the veteran by his side, and applies 
for a loan, just exactly like it treats the big-business builder in southern 
California. Neither one of them can properly, under the present law 
and regulations, take any more out of the builder, or out of the veteran 
by any device, whatever name you call it, than the amount you gentle- 
men and the Congress direct be prescribed. 

Mr. Treacur. Do you believe that there is a boycott of this thing 
because of the May 18 order that may change, or do you believe there 
would not be any money available for this type of loan? 

Mr. Russeiy. Mr. Teague, at the time that the order came out, 
the practice that I have just referred to was in vogue, and is well 
known. 

Mr. Tracue. It is still in vogue on other types of Federal houses. 

Mr. Russevu. There were many projects under way on May 18. 
The builder had started in 1952 sometime to produce $1 million 
worth of houses, and he had been to some lender and had said, “I 
cannot pay you anymore than the schedule of charges, but I will 
contract with you to sell you these loans, to make them myself and 
cet them and sell them to you at 92.’ Of course, it upset his scheme. 

Mr. Tracur. It certainly would. 
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Mr. Russevu. He cannot do that now. It is up to you gentlemien 
to decide whether you want to regulate that or not. If you want to 
regulate it, it ought to be on a uniform basis, fair and reasonable to 
( vervbody alike 

Mr. Teacup. 504 did not only apply to the Administrator of 
Veterans’ Affairs. 

Mr. Russeiy. The FHA likewise 

Mr. Treacue. That practice of discount with them is still in effect. 
x hey do not object to discounts 

Mr. Russeuu. If it is, Mr. Teague, do you think that they are 
meeting the intent of Congress? 

Mr. Teaausr. Not by reading 504, I do not. 

Mr. Russet. Do you not think that 504 intended that they 
should fix it so that so much and no more could be taken out of the 
hide of the veteran, and so much and no more could be taken out of 
the hide of the builder—the seller, the builder, the veteran, or the 
purchaser, and that on the theory if you took it out of the builder it 
would have to come out of the veteran? 

Mr. Teaaue. 504 seems very clear to me. 

Mr. Russexiyi. As I understand you, you agree that the order of 
the 18th, which merely plugged the hole surrounding the charges, 
was proper’ 

Mr. Tracur. That May 18 order is quite long, and I would not 
say exactly that, but it seems to me from the law that was passed by 
Congress that the FHA and the Administrator of Veterans’ Affairs 
should never have condoned discounts. 

Mr. Russe vu, That is the way that it seems to me. 

Mr. Tracur, It may be that Congress will have to change the 
law in some way. 

Mr. Russevui. That is the way that it seems to me. We have 
never asked vou to regulate discounts or charges at all. We would 
be quite content to leave that question 

Mr. Traaur. Do you believe if 504 were completely repealed we 
would run into things that we would not want? You can talk to a 
lot of GI’s that do not know a lot about this business, and what they 
are interested in is a small downpayment, and a small amount of 
money. They do not care how long the payments run. 

Mir. Russexiy. I am well aware that the No. 1 advantage in the 
eyes of the veteran is the higher percentage loan, and the No. 2 ad- 
vantage is the long-term—20-, 25- or 30-year loan—neither one of 
which he can get without the GI program. The No. 3 thing is the 
cost to him of the money, whether you load it into the interest charge 
or the initial charges, or discounts, or otherwise. I think that is 
entirely true. 

Now, vou asked me whether I think anything would hi: appen that 
would be distasteful if you just leave the initial charges and discounts 
to the market. I am compelled to answer you in the affirmative. 
I think there would be isolated situations that would be deemed to 
be improper. 

Mr. Tracur. Do you or your organizations have any specific 
recommendations to make to our committee as to what we should do 
on this thing? 

Mr. Russetut. Our recommendation is that the interest rate on 
the.GI loans be consistent with the money market from time to time. 





sence it A OT EAA EOE Beeline 








FEES AND CHARGES—-GUARANTEED HOUSING LOANS 1403 


That is No.1. No. 2 is that the initial charges and fees and diseounts 
would better be left to the market, but if you are going to regulate 
initial charges and discounts it ought to be a uniform regulation and it 
ought to plug up holes such as the discount hole 

Mr. Teacur. I believe, if my memory is correct, that the Veterans’ 
(Administration at the time 504 was passed recommended that the 
whole section be eliminated. 

Mr. Russeiy. That is my recollection. 

Mr. EDMONDSON. | would just like to ask Mr Russell if he believes 
that it is essential in the protection of the veterans’ interests that the 
Veterans’ Affairs Administrator not only police the area of discounting 
between the purchaser or the veteran and the seller, or the builder, 
but also police the area between the builder and the sources of his 
money to build? Do you think it is essential in the protection of the 
veteran that in the prevention of these discounts being passed on to 
the veteran that the Veterans’ Affairs Administrator also take positive 
and affirmative steps to prevent discounting in that area? 

Mr. Russevu. No. I think the original law on this subject was 
best which relied upon a Government determination of reasonable 
value in the protection of the veteran on what he was getting. I 
think that is bad. I think it would be better to leave the other 
question you referred to to the functioning of a free market. 

[ merely say, if the Congress is going to stick to its guns on requiring 
a regulation of initial charges and fees and discounts, that then the 
regulations applied ought to be uniform regulations applying to 
everybody alike, applying to speculators as much as to legitimate 
lending institutions. 

Mr. Epmonpson. Well, I am still not clear whether it is your 
opinion that this discount prohibition must be extended to-the field 
that lies between the builder and the sources of money in order to 
protect the veteran or not. 

Mr. Russexu. | do not think that vou add any substantial protec- 
tion to the veteran by your effort to extend these controls beyond 
the original law. The original law protected the veteran. If you 
can assume the appraisal of reasonable value fully protected him, the 
law protected him. 

Mr. Epmonpson. If discounting practices are permitted, and yet 
the Government expects to see that the right kind of pipe and the 
right kind of steel and the right kind of materials go into those houses 
and that they are up to the value that is established on them by the 
appraisers of the Veterans’ Administration, do you think that, in 
addition to that, this supervision over the discounting practice 1s 
also essential to protect the veteran or not? 

Mr. Russeuu. I do not think it is essential to protect the veteran. 
I would point out that either course you may pursue there will be 
isolated situations that will be unfortunate. I think the greater the 
number of unfortunate situations that happen the greater the regula- 
tions will apply. I think if you leave the regulations beyond deter- 
mination of reasonable value, or beyond that plus inspection of new 
construction, as you have it now, if you wish, if vou need regulations 
beyond that it would be better. I do not say if you would do 
that there would be no complaints coming to you gentlemen in the 
Congress. There would be. There would be with these millions of 
eases. There would be isolated cases growing out of, human nature 
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being such as it is. There would be complaints against the builders 
and sellers. Mind you, a great number of these veterans are selecting 
old houses, not new houses. A great number of them are selecting 
old houses and buying old houses and getting the loans guaranteed. 
We are talking about the new houses as though that was the whole 
program. It is not the whole program by any manner of means. 
There is not any way that vou gentlemen, the whole Congress, or the 
Congress and the Veterans’ Administration all put toge ‘ther can apply 
enough regulations to this thing to prevent occ ‘asional mise arriages of 
propriety. The more regulations you apply, the more you are going 
to slow the program up. 

Mr. EpmMonpson. This discounting practice does not come into 
being in the purchase of an old house, does it? 

Mr. Russeiu. Customarily it does not. 

Mr. Epmonpson. I would not think so. 

Mr. Russexu. It could, however. If I want to sell my old house 
for $10,000 and I find a veteran perfectly willing to pay $10,000 
for it, and I cannot sell it unless I can get a GI loan because he has 
no cash—I can get a $10,000 VA loan but I cannot get the $8,000 
for the house elsewhere—I would go to a local bank and say, ‘‘Now, 
I am about to get a $10,000 VA-guaranteed loan and | want to trans- 
fer the loan and the guaranty to the bank, and I will sell it to you 
for $9,000." The bank says, “All right.””. That, at the moment, 
would not be a violation of this regulation, but if that practice de- 
veloped to any substantial extent, I assume that the Administrator 
of Veterans’ Affairs, pursuant to the congressional directive, would 
plug that hole next. You see, he did not plug this discount hole 
the first time. He justified it for fees and charges the first time. 
Then he found them going right around that with the discount system 
of new houses, taking it out of the hide of the builder, who took it 
out of the hide of the veteran. 

If you found the owner’ of old houses—and there are 40 million 
of them in the United States—selling their houses on a VA-guaranteed 
loan basis and taking the loans out, and the seller of the house putting 
it on the market at 10 percent discount, I assume pretty quickly 
you would amend the regulations and plug the hole. 

Mr. EpmMonpson. Presumably, under existing regulations, the Vet- 
erans’ Administration would never guarantee a $10,000 loan unless 
that was a $10,000 house; is that not correct? 

Mr. Russety. The same presumption would apply to the new 
house and the old one, would it not? 

Mr. Epmonpson. It should apply to both. 

Mr. Russexu. It should apply to both; namely, the original 
statute——— 

Mr. Epmonpson. I cannot see where, if the appraisal is a good 
one and the value of $10,000 they fix on that house is an honest value, 
where the veteran is hurt by the person who sells the house turning 
around and selling the loan for less money than the face of it. 

Mr. Russetv. I agree with you completely, but I think you will 
agree with me if you are going to try to regulate these charges it is 
a little bit absurd to leave it so that a selected few promoters and 
speculators can go right around those and do the same thing in sub- 
stance by way of a discount. 
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Mr. TraGue. I am sure you know Mr. King came before this com- 
mittee and proposed a discount system. 

Mr. Russe xt. I[ did not know that. 

Mr. Tracuer. Just before the interest rate was increased on housing, 
he came up here and proposed that and Mr. Ayres asked him this 
question: 

When you say that you are going to legalize a discount, are you assuming that 
it has been illegal in the past? 

Mr. Kina. Let me start out by saying that we do not contemplate either that 
builders would build at a loss, Congressman; we just contemplate that builders 
may be willing to continue to build at a slightly lesser profit. 

Now, regarding the legitimacy of the present discount practices—and, of 
course, you know the discount practices prevailed in home mortgage lending 
before the GI loan program was evolved and will prevail after, presumably — 
they were prevalent when Congress passed section 504 of the Housing Act in 
1950. They have ceased to prevail from locality to locality in times past only 
when the base shifted to a premium rather than a discount. 

Then he went ahead to say that they issued this fee schedule and 
he said that six new ways of getting around that developed every 
Tuesday morning. 

He said: 

We have had our solicitor look into the legitimacy of some of these arrange- 
ments, and we find that they are not illegal, as we view the law. 

Mr. Russe. As I stated today, prior to May 18 they had not 
illegalized the discounts scheme. They had illegalized certain fees 
and charges, pursuant to the very language of the congressional act 
when they found what was going on, and that what was going on was 
in effect a violation of the intent of the Congress. 

Mr. Treacur. He goes ahead to say that many builders who are 
very careful of their own reputations have lawyers who advise them 
to be very careful about the discount practice. They were afraid 
that it was not proper under the law. 

Mr. Russet. Yes. I would point out to the members of the 
committee that I practice law, and if a man came to me this morning 
in my office in Chicago and wanted to know if I could find a legal way 
around this May 18 order, I would say, ‘‘Yes,”’ and if he would say, 
“What is it?” | could give him several. I could sign bearer notes 
and sell them for 75 and raise $1 million and go out and build $1 
million of houses and sell every one toGI’s. I could get a GI guaranty 
loan on every one. I could certify as the builder of the house that I 
had not any house for the interim financing for those houses. 
That is just one of many ways to surround this whole thing that Con- 
gress has directed the Director of Veterans’ Affairs to do. 

Mr. Epmonpson. If the GI appraisal system works properly, 
and the inspection system works properly, it should be possible to 
prevent any type of financing practices from being inflicted as a penalty 
upon the veteran. 

Mr. Russeu. That is entirely correct, and it is substantially true. 
There will be occasions when loans will slip through that perhaps 
were not just appropriate, because, after all, appraisers are human 
too, and an appraisal is a judgment. There could be cases where 
you might appraise and I would disagree and I might appraise and you 
would disagree, or a Federal appraiser would appraise and we would 
both disagree, but it would provide substantial protection, and that 
is the way the law was in the beginning. 
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Mr. Ayres. Summing up your testimony, your recommendation 
is—correct me if 1 am wrong in assuming this—that the order of May 
18 issued by the Veterans’ Administration be changed by proper legis- 
lation, and changing 504? 

Mr. Russevi. Well, may I state it this way—that if you are going 
to have a regulation of initial charges, fees and discounts, we think it 
ought to be a uniform one, and the one of May 18 is about as effec- 
tive as is possible to make. We do not recommend that you try to 
control initial fees, charges, and discounts, but if you are going to do 
it we think that that regulation to date is as good as is possible to 
develop. 

Now, we at the same time point out to you that later on other 
schemes will be evolved to surround that regulation, and if you are 
going to undertake to regulate it would be appropriate then to get out 
another one. 

Mr. Epmonpson. Would it or would it not be preferable to limit 
the legislation on these fees and charges to those actually assessed 
against the veteran or the buyer? 

Mr. Russevu. In our opinion, it would be. 

Mr. Ayres. We certainly want to thank you. You have been most 
helpful. 

Mr. Ayres. Is there a representative here from the National 
Savings and Loan League? 

Please state your full name and the association you represent. 


STATEMENT OF W. FRANKLIN MORRISON, CHAIRMAN, VETERANS 
LOANS COMMITTEE, NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Morrison. My name is W. Franklin Morrison. I am chair- 
man of the veterans loans committee of the National Savings and Loan 
League; also, 1 am executive vice president and manager of the 
First Federal Savings and Loan Association of Washington, D. C., 
a $40 million institution. 

Mr. Ayres. Do you have a prepared statement? 

Mr. Morrison. Yes, sir. I would like to read my statement and 
then answer questions 

Mr. Ayres. You may proceed. 

Mr. Morrison. I am glad to have this opportunity to discuss with 
the committee the important problem of assuring an adequate supply 
of funds to meet all the sound applications for home loans for veterans. 

As this committee knows, savings and loan associations took the 
lead in making home loans to veterans. In fact, our association 
made the first loan in the United States and 20 percent of our port- 
folio is represented by veterans’ loans. 

Of the $20 billion plus of total GI home loans, savings and loan 
associations hold over 27 percent. We are currently making 26.5 
percent of VA home loans 

Savings and loan associations were moved by patriotic as well as 
reasons of good business, in embarking on so large a GI loan program. 


We believe GI loans are good loans. They represent a minimum of 
risk because of the guaranty, and our experience with them generally 
throughout the country confirms our original analysis. 
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In the last 2 or 3 years, however, it became necessary for many 
associations to curtail or temporarily stop their GI loan operations. 
The reason was economics. As the cost of money to the associations 
increased, it became impossible to make any considerable volume of 
4 percent loans. Statutory reserve requirements and increased costs 
of doing business resulted in a sharp decline in net earnings oes 
for dividends. Obviously, if the dividend rate is not maintained : 

a sufficiently high level, people will stop putting money into our asso- 
ciations, and, in fact, will withdraw their funds if they can find a 
more attractive rate with comparable safety elsewhere. 


In 1946, the weighted average dividend rate was 2.31. This, you 
will note, is an increase of about one-half pe reent —- the postwar 
yeais. The trend is still up. This accounts, in large measure, for 


the decline in the GI loan volume in recent years. 

We had for sometime recommended that the interest rate be raised 
to 44% percent by the Veterans’ Administrator so as to maintain a 
steady volume of funds flowing into GI loans from our institutions 
Unfortunately, when the increase finally came, the benefits were 
largely lost by the comparable increase in the return on thrift capital 
Therefore, our institutions are not in much better position today 
with a 4% percent interest rate, than they were in a couple of years 
ago when the rate was 4 percent. Nevertheless, we have urged our 
member institutions to allocate as much money as possible for GI 
loans at the new 4% percent rate. 

Our annual convention in St. Louis, May 10 to the 14, 1953, 
unanimously adopted a report of our economic policies committee 
which included the following paragraph: 

It is recommended that the member institutions participate to a greater extent 
in the GI and FHA lending programs than heretofore, especially in view of the 
increased interest rates. 

At the same convention, we had a good opportunity to test the 
sentiment of the managers of a great many large associations, and 
we were pleased by the assurance that those associations would 
resume GI home financing on as substantial a scale as possible. 

There is, however, an unavoidable lag between the adoption of a 
policy of this kind and definite results in the form of a large loan 
volume. But when you hit a large volume suddenly, you are going 
to have a bog down in a period of time, and that is what is happening 
at the present time. 

Most of our associations had made conventional loan commitments 
in anticipation of receipts of available funds for some months ahead. 
This is a natural and necessary course in the operation of our institu- 
tions. However, it means that institutions willing to make the 
4%-percent loans would not put much money out at that rate for 
some weeks or even months after the new policy is adopted. We are 
hopeful that there will be an increasing amount of money available 
for GI loans at the new 4% percent rate. 

We recognize that the practice of builders, in some sections of the 
country, to provide a higher net return to lending institutions through 
the device of th pager the loans themselves and selling them at a 
discount, has had a considerable be ‘aring on the supply of money 
available for GI india In our business, we think of mortgages as 
being 100 cents on the dollar at all times. Frankly, therefore, we 
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don’t like a discount system in mortgage financing, and it is quite 
unlikely that there would be a discount system if interest rates were 
allowed to seek an economic level. But when the interest rate is 
pegged, it is not surprising to find a compensatory device, such as a 
discount plan, come into common use. 

We recall that when we argued for an increase in the interest rate 
as one means of eliminating discounts on GI loans, we made the point 
that discounts are simply another way of increasing the costs to the 
borrowers. However, at that time the persons who were opposed to 
an increase in the interest rate argued that a discount did not represent 
a cost passed on to the veteran because the VA appraisal system and 
competition combined to protect the veterans against the payment of 
extra costs in this form. 

While we are opposed in principle to a discount system, the practical 
considerations of the problem force us to recognize that in some areas, 
at least, a discount practice may be the only way of obtaining adequate 
funds for veterans home financing. 

Mr. Tracus. Mr. Morrison, | have a letter here from a large 
construction company in California, a builder of approximately 4,600 
single-lwelling GI units. Te says ‘‘Payment of a discount for the 
placement of a loan cannot be passed on to the veteran in any way.” 
In a later paragraph he says ‘““Therefore, any discount absorbed by the 
builder in order for him to place the mortgage of the veteran is for the 
builder’s profit and cannot be passed on to the veteran.”’ 

li seems from your statement you think it would actually be increas- 
ing the cost of the borrower, who originally is the veteran. 

Mr. Morrison. No; I do not mean to convey that, Mr. Teague. 
I meant to say if an appraisal system is provided, the builder must 
take a lesser profit under the discount system than he does if be can 
get it under the present regulation 

Mr. ‘Trnagur. Then taking vour original statement on page 4, are 
you recommending that the VA Administrator allow discounts in 
certain areas? 

Mr. Morrison. I do not believe I want to recommend, but I would 
like to discuss that in this way. In a free economy, where money 
costs more than in California, Texas, and Florida, for instance, than 
it does in New York and Washington, D. C., and other places, it may 
be the only way vou will find to provide the volume of money in those 
areas 

Mr. Tracur. Can you specifically recommend to this committee 
what we should do or what Congress should do? 

Mr. Morrison. [ would say the proper way to handle the problem 
is to let the interest rate be free and let competition and the supply 
of housing and the good judgment of the veteran be the controlling 
factors 

Mr. Teacur. Then your recommendation is that we take off all 
ceilings on interest rates and let the rate find its own level? 

Mr. Morrison. I think that would be the way to solve the problem 
of discounts. To many of our savings and loan institutions, 4.5 per- 
cent is a satisfactory rate. We here in Washington are making GI 
loans very well. I mean to say the institution is looking for GI loans, 

Mr. Ayres. You are? 

Me. Morrison. Yes, sir. 

Mr. Ayres. That is good to know. 
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Mr. Morrison. We are finding them, too. 

Mr. Ayres. We will help you. 

Mr. Morrison. We said here in the Washington Post a couple of 
weeks ago we were setting aside $1 million to make them, and now we 
have $2 million of applications, and we are still going to make them. 

Mr. Ayres. In other words, you are saying you think the May 18 
regulation is not affecting your operation? 

Mr. Morrison. Not so far as building and loan operations are 
concerned. But we are only, at'the most, 27 percent of the market. 

Mr. Bonin. Apparently you are in conflict with the testimony we 
heard from Mr. King of the Veterans Association that if there was no 
ceiling on the interest rate, there would be an over amount of building 
of homes and it would glut the market so far as homes are concerned 
for GL’s. 

Mr. Morrison. I do not believe it would have the explosive effect 
because we are experiencing in this area and I know in a lot of areas a 
fairly well built-up condition in housing. And you can only sell what 
demand there is for housing, and you are finding a slower market all 
over the country. I think that would have a large effect on controlling 
the market. 

[r. Bontn. That was the thing I could not quite understand—one 
person coming in here and testifying rit would glut the market as far 
as building is concerned of homes for GI’s, and then in the second 
breath we find out certain practices are put into effect, and the result 
is we do not know where we are. 

Mr. Ayres. You do not consider the GI guaranteed loans a very 
creat risk; do you? 

Mr. Morrison. No, sir; we do not. We like them. 

Mr. Ayres. Has it not always been true in the investment field that 
the greater the risk the more return you are entitled to, and the less 
the risk the less return you are entitled to? 

Mr. Morrison. That is true, ‘Mr. Ayres, but you must keep in 
mind, if we pay more for our money, regardless of the gilt-edge secu- 
rity you have, the less the return, and you must make enough money to 
pay a comparable dividend to your savers. 

Mr. Ayres. Have you increased your interest rate to depositors 
since the rate has been increased? 

Mr. Morrison. No, sir. But this morning’s paper, the Washington 
Post, calls attention to the fact that 7 associations in the District of 
Columbia have, and 7 good-sized ones; so we may be faced with that 
necessity. But that was not since the interest rate was increased. 
You asked me “since the interest rate was increased.” 

Mr. Ayres. Yes, after the interest rate was increased to 4.5. 

Mr. Morrison. No. We have made increases up to the 3 percent 
rate and possibly are faced with another half a percent. 

Mr. Bontn. What is the interest rate at the present time? 

Mr. Morrison. Ours is 3, and some of the associations’ are 3.5. 
The rate over the country is 2.78. 

Mr. Epmonpson. I wonder if Mr. Morrison has any second or third 
alternative that he might suggest to the committee to the proposal of 
abandoning any ceiling on interest rates, for which I think there is 
going to be some difficulty in getting acceptance. 

Mr. Morrison. I think some form of regulation for segments of 
this problem is important if you are going to have regulations. 

3 


35186—53. 








1410 FEES AND CHARGES—GUARANTEED HOUSING LOANS 


Mr. EpmMonpson. You think it is imperative that the charges and 
discount practices between the builder and the source of his funds be 
regulated in addition to the regulation of fees and charges to the veteran 


or the purchass r? 


Mr. Morrison. If there are going to be regulations, they ought to 
be universal You see all the time in the papers it is about builders. 
We are not speaking about the fellow who goes out and buys what you 
might call a used house or an older house, and to me the regulation of 

hese things, as Mr R Is ell said, 1 beyond what you can do by 
mn, because there : too many things you can do to get around 
7UuLatlion : 
KpmMonpson. If I understood *. Russell correctly, he said he 
ht it would be preferable to have a limited regulation of fees and 


res to those actually é essed t he eteran directly. 
Morrison. I would agree with him 
; MONDSON. I just V onde red if you wol ld. 
RISON I would agree with him. 
AGUE. e] erally of those loans you 


Mor RISON. 7 ‘he r are ‘unning’ from $12.000 to $25.000, 


1) 000 
t+? 


Tracur. And what d payme!l 
Morrison. In our ow reanization—TI am only talking of the 
leral of Washingto1 > percent 1 p to $12,000 and 10 percent 


Dove that In other words, the amount of the loan we make 1s the 


) 


conventional loan of $12 ve want a substantial amount of 


000. an 
cash above that. 

Mii . AGU] Over how long 

Mir. Morrison. We have tried to hold them to 25 vears with the 


privilege of 5 years extension if they get into trouble. In other words, 
if they get delinquent on a 0-year loan, you are really licked, but if you 
have a 25-year loan, you can help somebody over a rough spot in 


tl Ose Zo years 

Mr. Bonin. We have been talking about fees and costs. Would you 
mind telling me what your fees and costs are in the Washington area? 

Mr. Morrison. The maximum as established by this order of 
May 18 is 2.5 percent. We have not, as a general rule, in the District 
of Columbia gotten the maximum fees in the past. 

Mr. Bonin. What was it prior to May 18; what did the fees and 
costs usually run? 

Mr. Morrison. On construction loans, an average of 1.5 percent 
from the builder. Competition regulated that here in the District. 
There is a lot more money in the District of Columbia in savings and 
loans than there is in many of the States. 

Mr. Bontyn. That would include title search; is that correct? 

Mr. Morrison. No, sir. That is a construction loan fee—the cost 
to him. 

Mr. Bonin. What are your actual costs now for title search, for 
preparation of the deed, for preparation of the mortgage, recording 
of the deed and mortgage, revenue stamps, if any? What do those 
costs usually run? 

Mr. Morrison. In this area, somewhere around $200. 

Mr. Bonin. Paid by the purchaser or paid by the seller? 

Mr. Morrison. Paid by the purchaser. 
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Mr. Bontn. All of them? 
Mr. Morrison. Yes, sir. 
Mr. Bonin. Does he pay even for the preparation of the deed? 


Mr. Morrison. Yes. ‘Those contracts in this area are so drawn 
that the purchaser pays everything. Il came from the Chicago a1 


a, 
where we split the thine up a little bit. 

Myr. AYRI Ss. Do you think the market v il] | vel off so that the it nd- 
ing institutions will be anxious to get into the field? [am not asking 
you to make a prediction, but what, in your opinion, is going to hap- 
pen? You gentlemen in the lending business have to plan ah 

Mr. Mot RISON. Nobodv can tell that | would just like { Say 
the present indications in this area appear to have a built-up or a 
more nearly built-up condition than we | had since 1933, let us 
say. For that reason, there are not a un ouses being put under 
construction. I noticed the statistics tl rt ‘day in the papers that 
bear that out, In that sens the tdics is are that the market is 
settling down a little bit 

Mr. Eypmonpson. There are a lot more houses with ‘‘For Sa! sions 
on them now than there were 6 months aco 

Mr. Morrison. That is right 

Mr BONIN \ lot ol people I | out of Was} ine ton 

Mr. Morrison. That raises : xd question—how many are going 
to move out 

Mr. Tracur. Are you recommending the removal of the ceili n 
the interest rate; would you favor a Government pro Lm wh re ft I" 
was no ceiling on the interest rate? 

Mr. Morrison. I do not believe so 

Mr. Teacun. Are you recommending a ceiling as a just method 
and means of limitine the amount? 

\ir. Morrison. | Say if you are going to have a volume of GI] 
lending, either you are voime to have o have tl authority to deter 
mine the interest rate, or some of the other abuses you are 1 kin 
about are going to spring up in some form or other, or you wii! not 


have money for GI lending. 
Mr. Teaaur. Do you think there is any possibility of removing the 
interest ceiling? 
Mr. Morrison. No; I do not think s 
Mr. Tracur. Then what would vou suggest we do? 


) 


Mr. Morrison. I am not going to make a suggestion. 

Mr. Teacur. We would like to help the situation in some way. 

Mr. Morrison. If you are going to have section 504, you are going 
to have a dislocation in mortgage money. 

Mr. Trnacun. Then you recommend that we take out section 504 
or repeal it? 

Mr. MorrIson. I am saying if you are cong to have 1 you are 
going to have a dislocation. If you are going to have it, you still have 
to take the peg off the interest rate. 

Mr. Ayres. Do you think you can delete or amend section 504 
and still get realistic appraisals in those sections of the country where 
they are going to use the discount? 

Mr. Morrison. I could answer that this way: Appraising is not an 
exact science. You are going to find disclocations in appraisals. As 
Mr. Russell indicated, three people can appraise the same property 
and come out with different answers and not be too far apart. So 
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thi s really nothing in appraisals. There is going to be a difference 
of opmmion, and in some Cases } opie are going above others. Some 
will he conservative, and some ar too enthusiastic 


Mr Ty AGT T his Is a comment from a pa ticular area by & man 


who has had a lot of experience He says 

NY; it-of-St ( ! ‘ area at al Savings and loan associations 
I Ss very requires 10 percent down payment, 20-year 
mortga or les and oes t ~ ists ers for s ect real estate. 

Chet 3 no lending act y whatsoever in local commercial banks. The life 

a al ! ‘ at told them to warehouse 

it os) Tas 1a! This mon bye lo] out to old customers on a very 

is Phe 3 i vi it all in rural] areas 

If the May 18 regulati¢ tands, no out-of-State oney will move in this area. 
Average rate has been about 500 per mont J e will be about 400, com posed 
mo ld « l unding prior to May 18 July will be still lower. 
As s na ld commi ents e3 I there will erv little activity. 


That is from an area where the population is increasing and there 


has ye na terrif Lmo ot bul 
Mr. Morrison. Is not the uncertainty answered on account of the 
bond market going up and what the final rate on money Is going to 


be? I think the secondarv market has been sitting back waiting. 
That does not apply to savings and loans, because we are not too con- 
cerned with the secondary market. I think that is what happens. 
Mr. Ayres. If there are no further questions, thank you very much. 
Mr. Morrison. Thank you. 
Mr. Ayres. Is there a representative here from the Mortgage 


Bankers Association? 


STATEMENT OF SAMUEL E. NEEL, GENERAL COUNSEL, MORTGAGE 
BANKERS ASSOCIATION OF AMERICA, ACCOMPANIED BY 
JAMES W. ROUSE, PRESIDENT, MOSS-ROUSE CO., BALTIMORE, 
MD. 


Mr. Neri. My name is Samuel E. Neel. I am general: counsel 
of the Mortgage Bankers Association of America. With me is Mr. 
James W. Rouse, of Baltimore, president of Moss-Rouse Co. and 
chairman of o association GI committee. 

The Mortgage Bankers Association is an association composed of 


t 
about 1.800 different tvpes 


, of institutions. The basic type of in- 
stitution that belongs to the MBA is the mortgage banker who in the 
community originates the loan, uses his own money to close the loan, 
investor either in the same community 
or in a different community. In other words, he is the middle man in 
the transaction. ‘There are also many members who are life insurance 


1a} 
and then disposes oj that to ar 


companies tor whom these mortgage bankers act as correspondents = 
savings banks, commercial banks, and every other type of institution. 
But the basic type of institution comprising the membership of our 
association is this mortgage originator in the locality who services the 
loans for out of State investors and the person who in a community 
like Dallas, Tex., originates loans for the Metropolitan Life Insurance 
Co. of New York City. 


Ll have with me a memorandum whi 


h I would like to go over 
briefly but leave with the committee which you can examine at your 
own leisure, because it seems to me in discussing this whole problem 
efore the committee is the general state of the 


one of the questions | 


ee oe ee ne 


rE ata inc Ria A 2 
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money market, and it seemed to us the committee might like to 
have some statistics for their examination at their leisure. I would 
like to leave this with you and also to pass around to you a statement 
of our suggestions and recommendations for your later examination, 
but I would not like to take the committee’s time at present to 
discuss this with you unless you have some questions about it. 

If you will look briefly at the memorandum of statistics which you 


have available to you there, you will see we discuss in part 1 the 


mortgage activity this year for the market as a whole and, although 
it may be somewhat surprising, when you have a chance to examine 
the paragraph at your leisure you will see that the mortgage record- 
ings and mortgage activity for the first 4 months of 1953 is ahead 


of the mortgage activity in the first 5 months of 1952. For example, 





for 40 major life insurance companies, the mortgage activity for 1953 
through the first week in June was 16 percent ahead of last year. 
That does include residential loans as well as business loans and, of 


course, it does include conventional loans. 

The second paragraph in this statistical presentation will discuss for 
you the FHA and VA portion of recordings. You will see that FHA’s 
relative share of recordings during the first 2 months of 1953 was higher 
than any of the months of 1952, and during the first third of the year, 
the first 4 months, accounted for 13 percent of the total mortgage 
recordings compared with 10 percent for the first third of last year. 
So the I HA recordings are up this year over last year. 

The VA’s share, going over to page 2, dropped in January and 
Pobrants from 20 percent in 1952 of total recordings to 17 percent 
and for the 4 months of January, February, March, and April this 
year, the total recordings are 16 percent as against 19 


percent for 


last year. That is only 3 percent down. 

I might also say at this point the types of institutions represented 
by MBA—although, as I understand, you will have witnesses actually 
from particular types of lending institutions—that if, as Mr. Russell 


has indicated, the savings and loan associations re present 27 percent, 


roughly, of the total portfol 10 of VA loans made to date, these othe 
kinds of institutions have prol ai bly made something like 73 percent 
or almost three-qus irters of them So the total volume of loans you 
are talking about made by these kinds of institutions is a much larger 
percentage of the total number than VA and FHA loans made by 
savings and loan associations. 

Then we have paragraphs W hich M ill show you thes atistics as thev 
are available on FHA applications and VA applications and appraisal 
requests. For example, FHA applications during May were almost 
at the April level, which was the highest point of any month of FHA 
activity since October 1950. You will see that VA appraisal requests 
during May for new houses total 25,300, which is a hig 
any month since the fall of 1950. 

Mr. Ayres. What percentage of those 25,300 do you think will 
eventually become guaranteed loans? 

Mr. Negev. I cannot say. In fact, I do not believe the VA could 
answer that question with any certainty. 

The other figure available for the VA—that is, the May applica- 
tions—shows they had 16,000 applications in May, which was off 
about 2,000 from April, although the May ap plications this year are 
ahead of the May applications last year. To a certain degree, in the 


her figure than 
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percentage of VA applications, statistics represent not what is actu- 
ally happening now but what has happened in the past few months. 
That limits the scope of any statistical analysis. But it occurred to 
us that you would like to have available for discussion these figures as 
a basis for some analysis. 

Paragraph 2 of this analysis will show you what the May housing 
starts are. You will also see the chart showing the nonfarm housing 
starts in 1952-53 compared by months for 1952 and 1953. 

Paragraph 3 of this compilation will show you a chart comparing 
the relationship of VA loan activity with the yield on long-term 
Government bonds, so that it is a very interesting compilation, 
because you will see, as this memorandum points out, that the VA 
business has been most active when the basic long-term bond rate 
was under 2.4 percent, leaving better than a 1.5-point spread between 
the basic rate and the VA rate. This indicates, as it always has, that 
the VA activity is tied directly in with the money market in other 
types of securities, and this chart is interesting for the years repre- 
sented as showing how closely it is tied in. 

Again dealing with the money market, you will see in chart IV an 
analysis of bond yields for 1952 and 1953 broken down by months 
and then long-term Government bonds, municipal high-grade bonds, 
and corporate bonds. 

Chart No. V will give a comparison between the VA home loans 
closed and the yield on long-term United States Government bonds. 

The matters above referred to are as follows:) 


MEMORANDUM ON Some HovusinG Statistics, SUBMITTED BY THE MORTGAGE 
3ANKERS ASSOCIATION OF AMERICA 


I. Mo tgage Activity 
Market as a whole 


Activity in the mortgage market as a whole continues to expand and continues 
to maintain a large lead over 1952 
Recordings of nonfarm mortgages of $20,000 or less increased about 5 percent, 


March to April, are considerably above last April, and for the first third of the 
year are ahead of the same period last year by about 13 percent. 

Mortgage lending by savings and loan associations follows the same pattern, with 
loans during the first third of the year almost 25 percent ahead of those in the 
first third of last year. 

Life insurance company lending during April was down a little bit from March; 
acquisitions during the first third of the year, however, were 8 percent ahead of 
those for last year. And for 40 1major companies, activity for the year through the 
first week in June was 16 percent ahead of last year. (Note that business as well 
as residential loans are included in these life figures.) 


VA and FHA portion 

\s to recordings: FHA’s relative share was higher during the first 2 months of 
the vear than during any of the months in 1952, and during the first third of the 
year accounted for 13 percent of total recordings compared with 10 percent for 
the first third of last year. However, during March and April, there was some 
falling off in the proportion of total recordings that were accounted for by the 
FHA sector: January, 15 percent; February, 14 percent; March and April, 12 
percent The actual dollar amount of FHA loans insured, however increased 
during March and April and is considerably above the level of 1952 (for the first 
4 months, loans insured exceeded last year by 45 percent 

VA’s share of the total recordings has dropped from 17 percent and 20 percent 
for January and February of this year respectively to 14 percent during both 
March and April. For the first 4 months, VA’s share has been 16 percent, com- 
pared with 19 percent for last year. In terms of dollars, VA loans closed during 
the first 4 months have fallen off only 4 percent from 1952; this was due to a high 
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first month in 1952; for the sueceding 3 months, VA activity this,year has been 2 
E 


percent above 1952, and, after a large February to March decline, rose somewhat 
in April. 

Life insurance company lending for the first third of the year exceeded last year 
by 23 percent in the conventional sphere, by 13 percent for FHA’s but were off 
18 percent for VA’s. (The position of both the FHA’s and VA’s relative to last 
year improved a percent or two during the first third as compared with the first 
quarter, while that of the conventionals remained the same 
FHA applications and VA applications and appraisal requests 

Total FHA applications during May for insurance on new construction were 
almost at the April level, which was the highest point since October 1950; while 
applications on new home mortgage units exceeded April’s and were exceeded only 
by those during the fall of 1950. The increase in home applications over April 
was due to increases in both sections 203 and 903 applications. Note that appli- 
cations under 903 are in excess of the number of programed units and therefore a 
certain number will be rejected. 

VA appraisal requests during May totaled 25,300, a higher figure than for 
any month since the fall of 1950. For the first 5 months of this year, this activity 
is 6 percent ahead of the same period last year. However, May applications for 
VA guaranties on new and proposed construction, totaling 16,000, are off about 
2,000 from April, although they are greater than last May. For the year to date 
the current year is ahead by 10 percent. 


II. May Housing Starts 


May’s housing starts totaled 107,000, or 2 percent below those of last May 
and 3,000 units below April. However, private starts, totaling 104,200, exceeded 
last May by 3 percent, although they were 2,300 units below April. This is 
the first postwar year that May starts fell below those for April. 

The seasonally adjusted rate for May is 1,067,000, the lowest rate for any 
month thus far this year. For the vear to date, total starts are less than 1 per- 
cent ahead of those for last year, while private starts are up 4 percent. Public 
nousing is off more than a third for the year. 


Nonfarm housing starts, 1952-458 


Total Private Public 
195. 152 2 )52 
Januar 72. 100 64, 900 68, 2 61. 400 OOK 00 
Februar 79. 200 77, 704 73 200 74, 200 5 404 400 
Maret 97, 000 03, Of xR. DOD 91. 100 &, RM 2, 800 
April 110. 000 6, 200 1 iv 17 O00 nM) 1 200 
Ma 107. 000 109. 600 1 2 1, OOF 2 800 & 600 
Total #65. 300 462. 300 $40, 900 124. 21K 24, 400 7 HOW 

Seas t te t 9 A 9 

Revised 

I Lum inar 


ITI, VA Interest Rates 


The attached chart shows the relationship between VA loan activity and the 
yield on long-term Government bonds. 

You will note: (1) That VA business has been most active when the basic 
long-term rate was under 2.4 percent, leaving better than a 1.5 point spread 
between the basic rate and the VA rate; (2) that increases in activity have general 
been accompanied with a decline in the basic rate; and (3) that decreases in 
activity have followed a stiffening of the basic rate. 

An apparent exception occurs in late 1952 and early 1953. This, however 
was the period during which substantial discounts became a feature of the market 
and disguised the deterrent effect of a submarket mortgage rate. The granting of 
advance commitments by FNMA in defense areas and the purchase on an over- 
the-counter basis of VA loans in other areas has also been a source of support 
during this period. 

Data for recent months is not yet available. 
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IV. Bond yields, 1952-53 
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In addition to this special analysis, there appeared on my desk 
yesterday an analysis of what the money policy means to the housing 
market, a letter put out by the United States Chamber of Commerce, 
which again I think would be of interest to the members of the 
committee as showing the relationship between the whole VA loan 
program and the general condition in the money market. Again I 
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think this is a matter which should be studied at your leisure and 
which I can leave on the table for your examination. 
(The matter above referred to is as follows:) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
CONSTRUCTION AND Civic DEVELOPMENT DEPARTMENT, 
Washington 6, D. C., June 1953 


CONSTRUCTION MARKETS 


WHAT MONEY POLICY MEANS TO THE HOUSING MARKET 


The condition of the Government-bond market is a crucial indicator of the 
supply of mortgage funds and the terms on which thev are obtainable. This 
fact isa new one tc man b lilders al d even to manyv mortgage lenders, who have 
assumed that the mortgage market was fairly independent of the general invest- 
ment marlet. The last few years, however, have provided some pretty rugged 
lessons in the interdependence of the market as a whole 





The historical relationship 

The diagram below vividly illustrates this interdependence by tracing the 
inverse relationship that has existed between the yield on long-term Treasury 
bonds and the volume of activity in VA guaranteed home-mortgage lending ‘over 
the long period while VA unsuccessfully tried to prove the thesis that a mortgage 
interest rate is anvthing that an official agency decides it ought to be. 

Since, under this policy, the interest rate on new VA loans could not vary with 
changes in long-term bond yields, activity varied quite drastically. When bond 
vields rose, VA mortgage activity fell; when vields softened, VA activity rose. 
If it had been possible to prevent all trading in VA loans at a discount, the varia- 
tions in activity would undoubtedlv have been even sharper 

Resides illustrating these important trends, the significant thing about the 
liagram is its demonstration that 4-percent VA mortgages have never been 
readily marketable (taking the national market as a whole’ except when the vields 


on long-term Tre asuryv bonds were less than about 2h percent The market’s 
happiest days were those when there was more than a 1% spread in percentage 
points between the mortgage rate and the jong-term Government bond rate 


How the easy money market was maintained 


Basie interest rates appear to move in long cycles. Prior to 1900 was a long 
period of declining rates. Between 1901 and 1920 vields climbed upward and 
staved up during most of the 1920’s, until another downward trend began, con- 
tinuing until the end of World War IT. 

With the vast demands for funds after the war, yields on private bond issues 
started another upward climb. But the Treasury long-term rate was _ held- 
amid the growing discomfort of the Federal Reserve Board—by the inflationary 
device (which pushed construction costs up about 100 percent) of pumping new 
money into the economic system as the Reserve banks bought Government bonds 
at par. 

The diagram also reveals the effects of changes in Federal Reserve policy on 
Government bond rates—and hence on mortgage money conditions. In 1946, 
when the Reserve banks stopped supporting the price on short-term Treasury 
obligations, not only did the rate on these issues rise (not shown in the chart) 
but the long-term rate also responded, with the most noticeable upward move- 
ment in many years. With continued support of the long-term bond prices, 
however, yields sagged again, ushering in a last feverish era of VA mortgage 
activity. 

Then, early in 1951, the Federal Reserve Board, with the reluctant concurrence 
of the Treasury, made the decision to let long-term Government financing fend 
for itself. The result of this decision was to limit all long-term borrowing pretty 
much to the amount that could be obtained from actual savings. It also toned 
down inflation and made money tighter than anything most people could re- 
member. 


Whu money stayed tight 


With savings accumulating at new record rates, the situation might have eased 
had not the demands for money remained so strong. Steadily rising money 
costs, however, did not deter private borrowers to any marked extent, while the 





o> 
+ 
— 


AND CHARGES—GUARANTEED HOUSING LOANS 


‘EES 











0 vSél LSél 0Sé6l 6rél 8rél Lbél 9r6l Spél v2 
3501) SNVO1 IWOH O39LNVYVND SNVYILIA 40 IWNIOA Ve 

00b zt 
eZ 

008 yZ 
SZ 

0021 97 
F—~ SON08 AYNSVINL WHIL-9NO1 NO Q131A JOVUIAV [l 

0091 82 
$1D|JOg jo jua28g 


suoll|IW 


eae sre 











1420 FEES AND CHARGES—GUARANTEED HOUSING LOANS 


Federal Government, faced th new deficits, had been forced to borrow irre- 


‘tive f + 





spective of costs 
The Treasury, moreover, has had another problem. As part of the former ad- 
ration’s method of holdir lown the total amount of interest on the public 

lebt had fted more and more into short-term obligations, for which rates 
are genera ower than for loz term bonds This shift not only caused the 


short-ter rate te ise almost to what the long-term rate for! erly was, but it 
also made it nec ary for the Treasury to go into the market frequently, an 
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\t ame e, i ences that may entirely t porary cannot be ignored. 
Amor the are the current ress « re ree rider e hesitancy of the big 


investor and the necessit ‘OTDOrAtIOI individuals, and local governments to 
earry tho fina I plans were alrea made. It is very pos- 
sible that these temporar are of s cient weight to have caused the 


lrop in pri the new Treasury e. If this is true, then it may be only a short 
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time before the flurry is over and the 31!4-percent Treasury rate is firmly estab- 
lished as a going rate or better. 

When that does occur, the 4'4-percent insured-guaranteed mortgage rates 
should also prove reasonably marketable. It should be noted, however, that the 
spread between a basic 3%-percent and a 4%-percent mortgage rate is not as 
favorable for mortgage financing as the spread between around 2! percent and 
4 percent that prevailed a few years ago. Unless there are new influences in the 
picture that did not exist then, it would be unlikely that the present relationship 
between the two rates would be such as to put FHA and VA loans in quite as 
attractive positions as once prevailed. At best, therefore, the market may still 
be relatively tight. 

Will a tight money policy be continued? 

Although it appears that the present money market may be tighter than the 
Treasury had planned for, the fact remains tha or the time being, tight money 
is quite compatible with current administration policy. The administration is 
consciously using debt management as one of the means for restraining a level of 
activity which it considers to threaten another inflationary push. 

With automobilies, appliances, factories, commercial buildings, houses, public 
works all being produced in large volume, the idea of a little restraint now to 
prevent a sharp drop later is not indefensible. So long as the Treasury and the 
Federal Reserve are convinced that the wind is blowing from the side of inflation, 
they will try to protect the economy from that direction. When they are conscious 
of a shift to the other side, there are a number of actions that can be taken: 
Greater willingness to finance the debt through the banking system, less concern 
with attracting long-term investors, lowering of the Federal Reserve discount 
rate, lowering of member-bank reserve requirements, support of the bond market 
by Reserve-bank purchases, tax reduction 

As long, however, as business is as good as it is now, such actions are not likely 
to be taken. This is one way of saying that money is likely to stay hard to get 


until some of the demand for it slackens off 


The outlook for building 


What has the tight money policy meant to building? So far it may have reduced 
the rate at which construction activity might otherwise have expanded, but it 
certainly has not reduced the volume of activity in comparis« 

The total amount of construction during the first third of the year was nearly 
6 percent more than in the first third of 1952—a rise that was shared in by all 
types of private and public building except industrial, hospital, farm, public- 








1 past years. 





housing, and conservation projects. Life-insurance companies were investing as 
much money in mortgage loans they were a year ago, and savings and loan 
associations considerably more. Even residential building, which has been affected 


by the interest-rate problem more than any other kind of construction, has been 
going ahead at average annual rate of about 1,170,000 new family units. 

In other word . 
volume year. TI! 
to be so stro I 








so far there has been enough money to assure another top- 
he outlook is that ther will conti 1e to be Demand al 0 appears 
g that construction borrowers will be willing to pay what it takes to 
keep up with last year’s record. 
NorRMAN P. Mason, 


Chairman, Construction and Civic Development, Department Committee. 


Mr. Negev. There are also one or two other items I would like to 
insert in the record as a matter of giving the committee a chance for 
examination. I do not have a copy for each committee member, but 
I have a sample letter which I will put in the record, addressed to the 
members of our association, to show you the kind of work we have 
been doing in this field with reference to educating our members about 
this whole program and trying to put in the record things that have 
been happening under the program. It is a copy of a letter which 
the president of our association addressed to the membership shortly 
after the May 18 directive came out, dated May 23, which I would 
like to offer. 


a 
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(The letter above referred to is as follows:) 


LerTreR TO MEMBERS OF THE MorTGAGE BANKERS ASSOCIATION OF AMERICA, 
CuicaaGo, IL. 
No. 27-53 
Issued May 23, 1953. 
Dear Member: A long and difficult struggle on the part of our association 
at last culminated in Government action to increase interest rates in FHA 





and GI mortgages 

Everyone in our industry knows of the large backlog of loans made at former 
rates but not yet placed and the desperate effort being made to place such loans. 
We also are well aware of the fact that investors have heavy outstanding advance 
nelosed loans. Many of the latter have been 


is but subject to the effective interest rates at 


commitments for ¢ 


committed for on 





time of closing. 

Many investors in the face of this situation are deferring announcements of 
policy with respect to price on mortgages carrying the new rate until the market 
becomes more settled Some, of course, have sought to continue as long as 





possible the purchase of 

While these facts are well known to us, they are not generally understood. 
The public, veterans, and even many of us erroneoulsy assumed that the rate 
adjustment was all that was needed to immediately restore the market to a 
healthy condition and prices to par. Acting on that false conclusion, some builders 
have pressed for immediate resumption of production at previous levels and 


some originators have jumped the gun with a renewed high volume of offerings in 


loans at heavy discounts 





an apparent competitive effort to meet the builders’ demands. 

As a result, if the present tendencies of the mortgage bankers are pursued, 
we will very shortly find ourselves at the place where we came in. We will further 
burden and glut an already demoralized market before it has a chance to recover. 
The evils of the discount system which we have fought so hard are likely to remain 
with us as long as we continue to invite them to do so. An institutional investor 
even though opposed to the discount practice and willing to pay par cannot 
announce such a policy in the face of continued voluntary offerings at a discount. 
There are several such investors to my personal knowledge who are faced with this 
problem today. 

We have often said, “There is nothing wrong with the GI loan that a 4% percent, 
rate will not cure.’”’ We can now say, ‘There is nothing wrong with the FHA and 
GI loan markets that a reasonable amount of self-imposed individual and collective 
discipline will not cure.” 


We as mortgage bankers, builders, and investors, together have an obligation 
now to the veteran which in all good faith must be ke pt. ( ompliance with the 
recommendation regarding the interest rate in which all of us have joined has 


een granted although it was certainly ill-advisedly delayed. The new VA 
of fees and charges which has followed the interest rate adjustment 
; all discounts and contemplates a par market, except to the extent that 
‘imary lender is willing to forego expressly approved compensation for his 





\ny primary lender who attempts now to continue to maintain previous levels 
of business by resorting to the discount system or unrealistic service fees at the 
expense of further market demoralization is following a short-sighted policy. 
Under these circumstances we may hardly expect soon to have a sound program 


which will function to the advantage of the veteran or nonveteran home buyer. 

As re pon ible mortgage banker we should all welcome the new VA rules 
and regulations which clearly define the limits of the collection of fees and charges 
and thus eliminate the previous questionable heavy discount practices. In 
attempting to operate under the new rules and at the new rates however, we 
hould nevertheless take a firm position with respect to our own requirements 
just as the VA has done in commenting upon its schedule of maximum fees and 
charges as set forth in its bulletin of May 18. The thought expressed in the 
following paragraph from this bulletin of the VA is especially worth reading: 

‘It is recognized as being entirely possible particularly in the unsettled imme- 
diate condition of the loan market, that a particular builder or project may 
have difficulty in going forward under the tightened rules. It is hoped that 
this condition will prove of short duration and that their ultimate ability to 

ll 


obtain par marketings of GI loans will improve rapidly as a consequence of the 
firming effect of the new rules But if the disability is of long duration in the 
ease of specific builders, projects, or localities, it must be recognized that the 





i 
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law contemplates, in directing that appropriate limits be prescribed, that those 
who cannot operate within those limits are thereby barred.” 

In making that statement VA officials doubtless realize, but if not, they are 
likely soon to do so, that the rate adjustment was too long delayed. It came 
at a time when there was a heavy backlog of loan offerings and at the beginning 
of the spring building season. Furthermore, it would be quite clear to all that 
the monetary and fiscal policy of the Government at present, as well as the trend 
of the general market for competitive high grade securities is such as will likely 
continue for at least some months to come to put pressure on any fixed interest 
rate for mortgages. The failure of only one or two operators in anv given area 
to follow prudent policy can now easily demoralize the market for that area and 
one section of the country, as we Know DV recent experience, can ipset the apple 
cart for the country as a whole. 

Nevertheless, if we take a sound and firm position at this time, and particularly 
if both primary and secondary lenders assume their share of the responsibility 
to see that the program works, it seems to me that what we are now witnessing 
is not without promise and that when the disruptive events in the money market 
settle down, as they will in my opinion within a reasonable period, we may all 
look forward to a creditable, if somewhat curtailed, volume of FHA and VA 
mortgage lending at or very close to par in most sections of the country. 

Very sincerely yours, 
MortTGAGE BANKERS ASSOCIATION OF AMERICA, 
Brown L. Wuat.ey, President. 


Mr. Nerv. There are some papers which Mr. Colean and myself 
and Mr. Robert Morgan on behalf of the association presented to the 
American Legion Housing Committee when they were considering in 
a conference with the VA the interest rate, which I would also like 
to offer for the record an article prepared by Mr Colean. who is 
an economist dealing in housing matters employed by the association 
as an economic consultant, discussing the question of why, in our 
opinion, what he calls “rigid interest rates’? won’t work. Particu- 
larly it has reference to the VA loan rates. It is a reprint of an 
article which appeared in House & Home magazine 

(The matter above referred to is as follows: 


[From the magazine of building—House & Home, March 1952 
Ricip IntTereEsT Rates Won’r Worxk—How Lona Must tHe GOvERNMENT’S 
PRESENT CHEAP Monsy Pouicy Fait Berore Wer Reauize THat No Ont 


BUT THE VETERAN STANDS To LOsE By IT 


(By Economist Miles L. Colean) 





The only way to assure that a mortgage system will work is to provide it with 
market rate of interest Yet as the Government gets itself deeper and deeper 
into the mortgage business the idea grows that 
1. Mort ve interest rates can be set bv law at a level thought beneficial 
to special groups of borrowers and 
2. Lenders ought to adhere to the prescribed rate as a matter of social 
obligation without reference to the state of the money market Note: this 


point of view ignores the obligation the lending institution 
funds it handles 


PRecause veterans deserve special consideration Government sets 


} 


as to people whose 


speciai interest rates for guaranteed loar Oo veterans. 
Pecause cooperatives ought to be encouraged, Government 
special rates for FHA insured loans for cooperative housings 
Because defense workers shouldn’t pay high rates, Government sets 
special rates for their loans. 
These ‘‘ becauses’”’ may be worthy, but they don’t influence t 


makes 


he market one iota. 


What is the result of rigid interest rates? 


It took years to learn the answer because for a long time the conflict between 
1ese welfare concepts and market concepts was concealed by the Government’s 
cheap money policy which forced the whole structure of interest rates down 


The special rates were low but not below the market rate of interest. Since 








1424 FEES AND CHARGES—GUARANTEED HOUSING LOANS 


1946, however, market rates have gradually risen until the fixed rates are no 
longer attractive in the market. 

The veterans’ guaranteed loan unquestionably has a lot to recommend i 

The investor faces practically no risk 

He need not be concerned with wast 

In case of foreclosure he collects promptly, in cash. 

Naturally these guarantees add up to a lower interest rate than would accrue 
to ordinary loans. But that’s not the whole story. It doesn’t mean that a rate 


= 





which sati the market yesterday will satisfy it forever. This holds true of 
all types of investment: Government bonds, for instance (if investors are to 
hold on to the ones they own and b y more 


Short of setting ip a pol tico-economic dictatorship, there’s only one way to 
lecide who’s going to get the money and at what rates. That is, let borrowers 
d for a share of the invariably limited funds available. Even a dictator would 
» before he fixed rates for one class of loan and left the rest to compete 











‘ 
I 
think 
freely. If he were to guess wrong and fix too low a rate, his protected loans would 
just starve for funds and higher bidders would get the money. To offset this 
there ar tWo avenue open: ] allow the rates to move or 2 support a fixed 
rate by pouring in Government credit To do the second of these in a time of 
deficit financing is to pave the way to dangerous inflation. 
H the rig ate started and where it went 

Deep-seated though the fixed interest idea seems, it is new. A maximum rate 
wa ) lI | H A Act mer Vv to prevent usury Eve n so, some FHA orig- 
inat tho t it a mistake to mention interest rates at all, felt that the market 
and State usury laws were safeguards enough. The rate for the first FHA loans 

5 percent plus 4% percent mortgage insurance, plus % percent annual service 
charge, making an effective rate of 6 percent—was fixed only after a careful 
check of the marke This pr i satisfactory in spite of tight money conditions 
still prevalent at the end of 1934 But after that FHA activity reflected the 
gradua of the whole structure of rates. First, competition for loans 
drove out ie special annual service charge 

r} lender ega O pay pI iums for FHA loa 

Her as nexpecte levelopment: the premium rate rarely went to the 
actua rrow Che | ler might get it from the bank or mortgage company 
to wl ie | ght the busin Or the original lender got it from another 
bank or ral mpa to wl he sold the loan. The borrower generally 
paid t prescribed 5 percent interest What this meant was that the FHA 
ma n teré rate wa actually above t market rate. So FHA author- 
iti yulled tl aximun » 4% percent 

Mar veople still think ymeowners could have obtained lower rates on FHA 
loa f there’d beeen no maximun Their argument: the stated rate made it 
easier to persuade the borrower to pay the full rate, no matter what. Their 
evid rates on uninsu loans did move down with the market, created no 
premium proble 
FH 1 followed the 

FHA revised its rate only when it was inescapably clear that the market had 
changed. It didn’t try to lead or coerce the market, nor claim sanctity for par- 
ticular rates. Following this principle, it later lowered the rate to 4% percent. 


And its announced policy still is that it will reverse itself whenever it is convinced 
that the facts cal 


| for chang: 


VA ite not intended to be untou 

Probably the same sort of thinking applied when the veterans’ guaranteed 
loan system was set up. But the 4 percent maximum was so low in the easy 
money days of 1944 it was doubtful that it would turn out to be a going rate. 
However, as long as the Federal Reserve Board arbitrarily maintained a low 
yield on Government bonds, the 4 percent VA rate remained relatively popular. 

But even in active times, the 4 percent rate proved vulnerable. In the first 
place substantial premiums didn’t develop (as they had with FHA). And, in 
1948 there was a rapid shift from guaranteed VA mortgages to investments that 
yielded more although the general interest rate structure rose only slightly. 
The shift was so decisive that in Autust 1948 Congress authorized VA, with the 
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concurrence of the Treasury, to up its maximum rate to 4% percent What 
Congress evidently had in mind was to keep the VA guaranteed loan in competi- 
tion with other investments in a tighter money market Clearly it took the view 
that the rate was not untouchable 

But the rate was not changed. Trouble began to mount as VA loans continued 
a drug on the market. To cope with it: In October 1949 the power of FN MA 
to buy VA loans was greatly liberalized so that 4-percent money would be 


channeled through privat hands 


In April 1950 Congress went furt! 


directly at 4 percent where private m«¢ 
\ 





Now for the first time, the dogma of the sanctitv of the 4-percent rate was 


enunciated; and the facts of mortgage fi ceased to be considered 





The rigid rate theory breaks down 


Liberal operation of FN MA coupled with the Federal Reserve Board’s 1949 
resumption of an easy money policy and the scare buying caused by the Korean 
crisis quieted the interest rate problem during the lush year 1950. 

Finally, in the teeth of inflationary excess« 5, FRB faced up to the situatior 
with its historic money tightening action of March t+ 1951 Result: the flow of 
funds for VA loans not already committed upon was reduced to a trickl \ 
the time it was widely thought that when the shock was over and the huge volume 
of outstanding commitments had been ‘‘digested,’’ the rapid accumulation of 
new savings would cause lenders again to seek VA loans at the 4-percent rat 
During the late summer of 1951, vields on long-term Government and corporate 
bonds slowly declined, giving some hope for thi lution. By mid-October, 
however, the bond trend had once more swung upward and at the year’s end new 


highs were reached 








Even credit restrictions failed to lower the demand for mortgage mon I 
conventional loans and the volume of industry loans exceeded anticipatio 
30orrowers needed more money than lend: iad to give them. 

A new factor promised to keep demands of corporate borrowers at a high level: 
the execs S-profits tax 
What the tax does to the oney market 

1. It absorbs earnings that would otherwi >] » Cal i pal ) I wl 
earnings are used more than borrowings for this purp¢ 

2. It makes new equity financing impracticab! 

od. It ac tualh makes Dorrow lng profital le for firms i the excess pront catego! 

It f that a | of corporate financing in 1952 will probably be 
done b borrowing been the ca h previous eal Nor w i the 
borrow be deterred ra is ret corporat Ss carl if tere 

} ' 


as high as 0% percent indicate. 
VA refuses to face facts 


In the face of this situation, all that VA did was to 





its system (about which few,would argue) and insist that consequently 4 percent 
was a proper rate—to which the market_did not respond. Hope that conditions 
would ease grew dimmer. The future, of a privately financed VA program 
depended on the dubious chance,of its,conforming to market conditions that 


grew steadily more adverse. 
It’s the veterans who lose 


Veterans are promised the benefits of low dow1 payments, long amortization 
periods and a specially favorable interest rate, but the promise is illusory unless 
the benefits are available at all times. If the officially established rate is so 
rigid that it prevents the system from working when money is tight, he gains 
nothing. The veteran (unlike other borrowers) becomes the victim if the de- 
privations of the counter-inflationary policy fall disproportionately on | 
shoulders. No one but the veteran loses by the present policy. The lender has 
no trouble making loans to higher bidders. The builder is still able to sell all 
the houses for which he can get the necessary materials. 

But the veteran is not permitted to obtain the VA advantages promised him 
by paying one-fourth to one-half percent more than the present rate of interest 
(about 14 to 27 cents per $1,000 per month). Instead he must make both the 
higher downpayment required in the conventional market and also pay 5 per- 
cent interest or higher. A similar situation is dogging the financing of the 
FHA rigid 4% percent mortgage in defense areas. 


85186—53———-4 
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Canada cut the Gordian knot 

Faced, as we were after the beginning of the Korean war. with the need to 
lampen inflation, Canada slapped on credit restrictions even more drastic than 

irs, and at the same time raised the maximum interest rate on its Government- 
participation loan program This action balanced activity in the mortgage 
market and assured that no one type of borrowing would be penalized more than 
anothel 

How long must out present policy fail before we revise it? Fears that the VA 
rate, once raised, could not be lowered if conditions warranted, are certainly 





disproved by FHA experience What is clearly needed with respect not only to 
VA loans, defense area loans, and all other forms of Government participation is 
an honest policy of following the market up or down. Rigid rates in free economy, 
hose very nature is to be elastic, can work only by accident. They are not 
TKI ¢ ) 
\lmost a year has passed and the failure to face the facts of the present market 
as become chronic. Neither through FNMA nor any other means can the 


rarner sufficient funds to support the VA program or the defense 
10OusinNg program at submarket rates 
It is time for Government to face this issue. 





Mr. Neev. Then I have a copy of the current The Mortgage Banker, 
which again discusses the same subject which Mr. Whatley raised in a 
letter to the entire membership, dealing with our responsibility in these 


FHA and VA loans. r 


The matter above referred to is as follows:) 


No TIME FOR COMPROMISE OF PRINCIPLE 


A Mi AGE TO MBA MEMBERS REGARDING SOME OF THE PRESENT PROBLEMS OF THE 
MORT‘ Gt I SINESS 


I about a letter I received from the president of a life-insurance company. 

It is a good letter. evidencing dee} oncern for the future of our country. It was 
rompted by our Statement of Principles and Recommendations Concerning the 
Organization and Administration of Government Housing Agencies and Programs, 
a copy of which was sent to all life-insurance-company presidents Among other 





are of our war veterans, I 
am opposed to any form of subsidy or aid from Government to private citizens. 


S with the exception of proper c 








All of the subsidies and aids become, in effect, a violation of fundamental concept 
of the equality of man before the la vhich is embodied in our Constitution * * * 
they tend to grow and when persisted it ’ * produce severe tension in both the 
body economic and the body social, ultimately leading to disaster. 

‘With this in mind, I would answer your letter of April 30 * * * with the 
ta if that these encies and programs should be abolished. Let me add, 
owever, that short of their abolition, a refor f these agencies and programs’ 

as proposed * * will be a most wholesome and constructive accomplishment 

\Most of us agree with the basic principles set forth in this letter. In endorsing 

philosophy 1iowever, we must recognize that FHA has served a useful 


ment in (1) aiding our recovery 
enabling private industry to handle a 
thereby making possible substantial 
t the broad benefits of home- 
This program has made the Nation 
ly because of the many advantages 
or our people 
‘ss, and given the necessary relief from 


isiness might well have accomplished as 





irection and control But that is now 
another crossroad. Events and circum- 
ind you—may determine the ability 
he dignity of the individual and the 
( ntation of human and economic forces 
nd ( ver nent re I i l ontr 
Noda private enterprise has the od \ of Government It is now the 


expressed policy of Government to encourage and to support private initiative 
{ haps, may be obtained for the 
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asking under which a cooperative industry program may be formed which would 
remove any need for continued Government assistance and subsidy for housing 
and housing finance. In the meantime, for the Federal Government to abruptly 
withdraw entirely its self-supporting programs which have proved helpful in the 
past might preclude any possibility of an ultimate return to normal functions of 
constitutional government It is not only an economic problem and a matter 
of fundamental concepts of constitutional limitations but it is also a very practical 
political problem. 

Voluntary participation of institutional investors in some sort of pooled-risk 
program which would provide adequate safety factors and a proportionate 
distribution of the burden of bridging periods of distress may be the only substitute 
for the paternal umbrella of Government assistance and direction in our field 
The experience of the Home Owners Loan Corporation is convincing evidence of 
the fact that the ratio of loan to value is not in itself the sole determining factor 
of a sound loan. The credit of the American homeowner, together with the 
collateral of a properly constructed, soundly valued, and well-located hous¢ 
affords excellent security under long-term monthly payment mortgages. 

Conventional lending, having the freedom to follow the market interest-wi 
should step into the breach today and resume as rapidly as possible its place in the 
Nation’s economy without governmental assistance and direction. Existi 
statutory limitations on percentage of loan to value in some States are impeding 
progress in private lending. These laws, obsolete and archaic today, perhay 
were necessary in the days of the 5- and 10-year unamortized loans but are 
moded now as a result of the proven experience of long-term monthly 














mortgages. Mortgage bankers and institutional lenders in those Sta v 
still have these old laws should take immediate and aggressive steps to see 
new legislation is designed and enacted to overcome these probl ms 

A and tedious struggle for a principle has just culminated in an inte 
rate adjustment on VA and FHA loans. In opposition to this move, there ere 
those who repe itedly warned that ‘ We cannot give in to the mone lenders 
their demands for higher interest rates on home mortgages. If we give t} 
inch they will want a mile.’’ Neverthless administration leader tstandi 
veterans organizations and others took a more practical view and supported 


contentions in the fight for flexible interest rates 
Regardless of the fact that we do not vet have the benefit of flexible rates a 








that the recent fixed rate adjustment, when it finally came, proved to be 
little and too late.’’ mortgage bankers and investors alike now have : igh obli 
tion to do what they can within reasonable limits to see that these progre 
effeccively \s representatives of fr e¢ enterprise al 1 as « dians fthe \ 
thrift funds, we cannot afford to lose sigh. of the fact that there is somethi 
at stake at this crucial time than the questi of vield alone, as important as 

av be. There is a job to do. If private business cannot ilder 7 
Government again will surely step in, and none shonld appreciate more than w 

e fact that direct Government lending is totally incompatible wi the 

s of what we call the American system. Mar investors realize and 

ciate this fact and are endeavoring t« hape heir policy according! 

Over a k period of time, vear in and vear out, mortgages ve affor 
favored, dependable and profitable m« s of investm«e r t} i 
The financing of the American home, has always afforded an apnropriat¢ ell 
as a profitable use of savings nds 

Unusually heavy capital requirements of the whole societ ut present hay 
brought about unusual opportunities for long-term investment furthermore 
should be quite clear to all that the monetary and fiscal policy of the Gi I 
ment at present, as well as the trend of the general market for competitive 
grade securities is such as wi ikelv continue for at least some months to e« 
to put pressure on any fixed interest rate for mortgages evertheless, Gover 

ent insured and vcuaranteed ortgages atl the ine! ased ates 1 ercent ta 
ing all things into consideration, compare fa ib with the best securities t 

arket affords A fair proportion of investment funds, as well as a reasonal 
constant flow thereof for mortgage loans, is essential to a l-bs ‘ed « 
Che broad social and economic demands for the maintenance of a reasonable 
volume of production and supply of new homes ist and will he ‘ If pr ‘ 
initiative is able to meet these demands it may avoid embarrassment to itself 


vell as to a cooperative adminis 
At the same time, mortgage bankers and builders can ill-afford at this point t 
continue unduly to press an already demoralized mortgage market for immediat« 


restoration of credit to previous level 
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Every move now should be weighed in the light not alone of possible profit or 








loss but of what is good and sound for the investor, the borrower, the builder, the 
communit ind the national economy With the benefit of the recent adjust- 
ment of interest rates, any mortgage banker or investor who attempts or is willing 
to continue to live by the syste of discounts and unrealistic service fees and at 
the risk of further demoralization of the market and the industry is following 
s ig] oli If we refuse to compromise our principles and squarely meet 
our responsibiliti¢ this present situation we may shortly expect to enjoy a more 
favorable imate r mortgage credit. 

W} b o tl nciple in the old adage that ‘‘A horse given his 
nea ) ty vork,’’ we should also remember that it is abuse of freedom 
whi i yntrols necessar If we want to remain free of Government 
contr i nterfere! we must demonstrate our own responsibility and integ- 
r Wen be worthy of our trust. We must start now and learn fast to lean 
less on Government and to deper more on ourselves 

Busir 1ay on trial as never before We and the policymaking executives 
of I it, free institutions which are l¢ ly entrusted with the guardianship of 
oO as well as with the savings of our people, have a respon- 
sibi to ourselves and to the Nation which in certain respects is perhaps accen- 
tuated ay more than e' before * * * a responsibility which behooves us 
not only to carefully weigh comparative safety and return, but also never for a 
mol! o lose sight of the importance of the protection and the preservation of 
t S I ( 

] stop just standing tor ti! right things ! ’s start pushing for them. 

Brown L. WHATLEY, 
Pre lent, Mo taage Bankers Association of America. 


Mr. Negev. Then I have a very brief discussion of the market sit- 
uation in general. 
The matter above referred to is as follows:) 


MortTGaGE BANKERS ASSOCIATION OF AMERICA, 
( hicago 2, March 3, 196 .. 


To A VUembers of the Bo 1 of Gove ors: 
I August 1952, at its national convention, the American Legion directed its 
na ‘oO mand r to 
1) Appoint a three-man advisory committee to study the question of the 
terest rate on GI loans, and 


2) Hold a meeting of the representatives of leading lending organizations 


to study the means of improving GI loan facilities in the less populated areas 
I 


The advisory committee appointed consists of Thomas W. Moses, chairman, 
Milo J. Warner, Toledo, Ohio; and Lawrence J. Fenlon, Chicago, 


On February 17, 1953, the committee held the meeting referred to in item (2) 


above \mong those invited to attend and deliver papers were Miles L. Colean, 
Robert M. Morgan, James W. Rouse, and Samuel E. Neel. 

Copies of the papers delivered by Messrs. Colean, Morgan, and Neel are enclosed 
herewith. Mr. Rouse spoke from notes, and his remarks will be forwarded at a 


later date as oon as the trans ript of the proceedings becomes available. 
Che advisory committee expects to make its report te the executive committee 
of the Legion at its 1953 spring meeting. 
Very truly yours, 
SAMUEL E, NEEL, General Counsel. 


EFrrect OF THE GOVERNMENT SECURITY MARKET ON GI Homp LOAN FINANCING 


(A paper to be presented by Miles L. Colean, economic consultant, at a meeting 
of the housing committee of the American Legion to be held in Washington, 
D. C., February 17, 1953) 


For nearly 2 years, the Veterans’ Administration, the Congress, and other 
friends of the veteran having failed to understand the meaning of the profound 
change that has taken place during this period in the investment market of the 
Nation. This change has drastically altered the conditions under which the 
system of guaranteed loans for veterans was established 





! 
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When the Servicemen’s Readjustment Act was passed in 1944, money was 
under a form of price control. The control on money prices—or interest rates 
was effectuated by the Federal Reserve banks, which by offering to purchase 
Government bonds at a fixed price, kept bond vields from fluctuating except 
within very narrow limits—the yield on long-term bonds, for example, being 
generally held to something below 2.5 percent 

In March of 1951, the Federal Reserve dropped the policy of supporting bond 


prices at levels of par or better As a consequence, prices on Government bonds 
began gradually to fall and yields gradually to rise until they found their natural 
place in the market Failure to grasp the significance of this move and to allow 


interest rates on veterans’ guaranteed loans to follow the course of bond yields 
is the cause of the now disrupted flow of funds for GI loans. 

The investment market is like a huge, deep tank fed by the savings of the 
people. It is a single pool with many openings low on its sides, these outlets 
representing the borrowers who seek to draw off some of the contents of the tank 
The size of each opening is determined by the interest rate paid for the particular 
loan in relation to the market’s estimate of risk, cost of handling, and other 
factors. If each kind of borrower is to maintain some constancy of flow for his 
purposes, he has to be able to change the size of his opening—that is, change the 
rate of interest offered—to correspond to variations of pressure in the tank 

When the pressure is high, all the openings can be relatively small and still get 
an adequate supply. The pressure was very high during the period when the 
Federal Reserve was supporting Government bond prices at a fixed rate, for the 
funds paid by the banks for the bonds that they purchased were poured into the 











tank on top of the normal inflow of new savings When the Federal Reserve 
banks were no longer willing to continue this practice, sales of bonds diminished 
(because sales could no longer be made except at a loss) and the inflow of funds 


from this source declined to a trickle. 

The pressure in the investment tank there 
the inflow of savings; and, under these conditi« 
formerly provided an ample supply were now 


lent began at once, with the Government it 


ould follow most promptly—as, for example 
share of the flow of funds u impeded. Conve! 
also could readily offer higher interest, actuall 
tion. With one exception, all classes of borrow 
enlarge their openings into the investment tank, 





of funds. The only exception is the Governn 
activity. 


Here are some of the interest rate changes that have take1 











I ne 
period from February 1951 throu December 1952 Yields le 
corporat bonds are 14 percent higher now than the vere early 1951 lax- 
exempt municipal bonds have moved up 50 percent the same period Yields 
on fully guaranteed tax-exen pt public housing bonds have riser 16 percent. 
Yields on long-term Treasury bonds have gone up 15 percent; and on February 
3 the Treasury announced the issuance a bond with less than a 6-year maturity 

percent, and a l-year issue at 2 percent rates which before 1950 were 
ard of except for long-term obligations. 

It is hardly reasonable to assume that the price on one kind of loan can be 
effectively fixed while all other rate ( rely fre oO e upward in order 
to attract funds. Yet that is exactly the assumpt on which present policy 
has been based.- In face of the fact that even the Federal Government has 
recognized the necessity for paving more for mone now that it did, the effort 
has been made to hold a fixed 4 percent rate for veterans’ loans—a rate which 


was never fully satisfactory in the private market except when the very easiest 
money conditions prevailed 

What have been the results of this contradictory policy? First, the n 
for veterans loans has been disrupted; and, where conventional loans were 
able, a very substantial shift has been made from guaranteed loans to conven- 
tional loans, the rate on which was free to move As a result of this shift, about 
15 percent of home loans closed in 1952 were VA-guaranteed as compared 
19 percent in 1950 and 22 percent in 1951. With conventional loans now taking 
rates at around 5 to 5% percent, it is plain that veterans who are unable to obt 
other than conventional financing are not benefiting from a rigidly fixed rate. 

It is in areas without large local sources of mortgage funds—which includes 
most of the trans-Mississippi area and much of the region south of the Ohio— 
that the disruption has been greatest. In these areas, life-insurance companies 
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and eastern savings banks ordinarily provide a substantial source of funds for 
veterans’ loans. But with the increased opportunities for making conventional 


loans closer to home and in face of the competitive demand for funds from indus- 
rly attractive rates, these regions have suffered a serious shortage 


try at exceedin 
of fu as Insurance companies in the interests of their policy holders, have turned 
to these more lucrative fields 

But one of the most disruptive results of the policy of the Veterans’ Adminis- 
tration is that, in spite of its protestations, the rate has actually been raised for 
nost of the VA activity that is still being carried on. But it has been raised in 
1 manner that involves confusion and misunderstanding even when it avoids 
deception and subterfuge I refer to the widely prevalent discount system. VA 
































officia ive insisted that the gradual incre: in guaranteed loan activity during 
the pa hs is an indication that the 4-percent rate is still taking the 
hess. It is more likely an indicator of the extent to which the concealed rate 

! ‘ ire taking effect 

The Veterans’ Administration has no idea how much, if any, of its loan business 

being done today on an actual 4-percent basis, without other considerations; 
und re is little evidence to indicate that, during the 2 vears in which the present 

as developed, it has ever made a serious effort to find out. Yet the 

ilmost univer sstimony of builders and lenders is that VA loans are accepted 

par or vithin definite and el limited quotas and only when they are 

\ 1 ile I a stated numbe f conventional and FHA loans, the purpose 

being to average out or ield for a total investment program The 

real re of this is to limit a privileged few the veterans who can get guaran- 
( O! a 

But where such tie-in deals are not made—and there appear to be only a few 
of the la VA loa a rare placed at par in any part of the country. 
someon wn the line pa a discount he original lender to the secondar: 
( er, the der to the ori nai lender, or the buver to the builde r or the primar \ 
lender he legitimacy of these discounts has been recognized provided they 
vere In an charged ba to the eteran buyer 

t I pos: ibe over a short adjustmen period for the buver to escape 
‘ ! ed; but it i lv toa ne that, over now a 2-vear period, some way 
a not een found to pa the discount n to the buver directly or indiré etly. 
To ”e SUI e buver is paying the bill, but he is paying it in @ way 

at he cannot see and in a way which consequently prevents him from knowing 
pr ( \ i Dill 

I when half acknowledging these facts, officials have taken the position 

a the present trend a passing phase, and that, as HHFA Administrator 
Fol pressed (hicago a m h ago, the situation soon will “right itself.’ 
W he owevel ( reasurvy find ary to pay a rate of interest on l-vear 
ybligatior ( what a few ro was satisfactory for 15- to 20-year 
maturitie t seems hardly likely that, within any short period, the situation will 
right itsell to the extent that mortgage interest rates will return to the levels 
na re On Ips that existed whe he yield on long-term government bonds was 
held at about 244 percent. 

If, however, some months from now that eventually should develop after a 
rise had been permitted, it would be a simple matter for the authorities, acting 
n line with the influences in the market, again to lower the rate to conform to 
new conditior FHA experience over nearly 20 vears indicates that adminis 
rators have no difficulty in following a rate downward. -Experience has also 
prove in a time of declining interest rates, borrowers are readily able to 
refinance ¢ es tg it the lower going rate Chis practice became so 
( just before and d ig World War II that it was given the name ‘‘port- 
olio raiding Lenders were unhappy about it, but they had to face the facts 
of the market and go along with 1 

The question ot one of wv may be an acceptable rate late this year or 





sometime next year or 5 years from now, but what is an acceptable rate today. 
The 4-percent rate is not a going rate today and no evidence can be produced 


to the contrar 





The recognition of the prevailing condition is long overdue There is no point 
in talking about a “‘lenders’ strike.”’ Lending institutions must keep their avail- 
able funds invested at all times, and their funds are fully employed at the present. 


There is, moreover, no need for a ‘‘strike’’ to cause a withholding of funds from 
guaranteed mortgage investment \lternative investment opportunities are too 
prevalent to make such a remote contingency possible The only way in which 
VA loans can get an appropriate share of the investment pool is to be able to com- 
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pete with the other types of loans, and the only way that this can effectively be 
done is to rid the market of the costly, confusing, and deceptive discount system 
by the restoration of the interest rate to a parity position in the financial market 
detriment of 
their own programs, was taken by the Canadian Government in August of last 
vear when the rate on its national housing loans was raised one-fourth of 1 percent 
Commenting on this action, the Minister of Resources and Development made 
these observations: 





This step, which our agencies have been reluctant to take, to tl 





Undoubtedly a case can be made that it would be easier for a homeowner 
to buy a house if the interest rate were one-quarter of 1 percent less, but that 


is not the real point With the ir creasing of the general interest rate strue 
ture, loans under the National Housing Act were becoming less attractiv 
to the lending institutions They were finding that there were other and 
more attractive avenues of investment I don’t have to remind you that 
although, from the homeowner’s point of view, 5 percent money is better 


than 5% percent money, it is equally true that 544 money is better than no 
money at all at 5 percent. And that was the position we were rapidly 
reaching 

It has sometimes been claimed that an increase in the rate on guaranteed mort 
gages, by putting these investments again into active competition with other 
investments, would set off a new upward spiral in interest rates generally and 
thus impede the Government’s refinancing operations I doubt that such a cir 
cumstance is likely [It is much more probable that the direct competitive effect 
would not be felt much beyond the conventional loan area, and that anv furth 
and 


increase in interest rates in this area would be self-corrective by reducing de 
The fact that rising interest rates do reduce demand is evidenced by recent wit] 
drawals of a number of proposed municipal issues 

One other reason for not advancing the rate was that the veteran had been 
assured a preferential treatment in the mortgage market (side from the fact that 
an arrangement that freezes the veteran out of the market or involves him it 
hidden costs is a very poor preference, there is no cause to believe that an increas 
in the VA rate would deprive the veteran of the special advantage due him The 
pre ference, however, must be considered to be a relative one, not an a 





or one that actually increases as interest rates generally move upward 

Because of the inherent qualities of the VA loan-guaranty contract, it should 
always assure the veteran of a preference of about one-half percent in relatior 
to nonguaranteed loans of the same general characteristics Today, conventional 
loans are going to 5 to 5% percent or better. FHA loans, including the mortgage 
insurance premium, are having some trouble with a total of 454 percent, which’ 
will probably soon have to go at least to 5 percent. Should the maximum rate 
on VA loans be set at 4% percent, the same relative advantage would exist that 
prevailed when the system was established. 

One more thing should be said. The reason for setting a maximum rate is to 
prevent usury, not to control a market. The maximum rate should be set at a 
point at which the market can function for the country as a whole without in 
curring the risk of extortionate charges, where the danger of cutting off the pro 
gram with each rate fluctuation will not be present, and where the natural forces 
of the market are free to operate to keep the actual rate at the lowest point con 
sistent with the competition among lenders and among the various types of invest 
ments. 








Tue INTEREST RATE PROBLEMS ON 501 LOANS FROM A BANKER’S STANDPOINT 


(A paper to be presented by Robert M. Morgan, vice president and treasurer of 
the Boston Five Cents Savings Bank, at a meeting of the housing committee of 
the American Legion to be held in Washington, D. C., February 17, 1953 


“The interest rate problem from a banker’s standpoint’’—is the topic which I 
have been assigned in this discussion. 

First off, let me make perfectly clear what I am sure we all understand, that is, 
that under our free-enterprise system the investor puts his money to work on a 
yield basis—and he is therefore, only indirectly concerned with the rate. Yield 
stems from price and rate, not from either one alone. 

If for some completely extraneous reason it were decided that the 501 mortgage 
rate should be set at 2 percent instead of 4 percent then the price would have to 
be adjusted downward proportionately to get the investor to part with his funds. 
And, if in this case the price as well as the rate were to be fixed at a nonrealistic 
level, then obviously there would be no loan made 
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All"of this is elemental to the investment business—but I am afraid it needs 
epeatil [ am sure it is fair to say that the investor with many alternative fields 
if inves ent open to him cares little whether the 501 rate is changed or not. For 
e sake of clar t me repeat, the final investor in GI mortgage paper is not 
i ing I sion of the 501 rate, b aps 1t can be shown that a change is 
le ther or not he a f 
T Up 1) The sural ompanies, (2) the savings and loan associa- 
ns 3 e sa ys banks titute the market for most of the mortgage 
Ape th commercial banks, pension trusts, and individuals holding but a 
all pic { total outstandings [t is therefore, the investment policies and 
I of t insurar mp s and the savings groups which are of most 
terest ve want t to the adequacy or inadequacy of the 501 rate. 
But before going ahead with a closer look perhaps a little background will be 
elpful and ea be mar tror hich to judge the current situation. The 
tivit mortgage l ( the past 5 or 6 vears cannot be described as 
rma Che excessive pace at the business has moved has gone band in 
and one ¢ reatest buil r booms the yuntry has ever seen which in 
, 10 irs of depres 5 vears of war, 2 vears of material short- 
es a I restrictio us possible and profitable for institutional 
esto! ) ance t reat ¢ ins in building and the attendant transfer of 
t ) rt } lt Lc WE i 1, accumulated savings of 
eon] ! ‘ le ese had been temporarily 
( ( er ent ui at a premium until early 
5] UI ly p I It ly natural that the cus- 
t ld ( s they did from 1948 
)52—swi from lor t's car! ry a 2'-percent coupon into 
r i ) \ i ul > earlier part of the 
rio ere i I yt le on ft rovernment’s—and 
pur Lortga premiums yme vhich were 
i rt I swit as cut off by the 
) G i tou t »b had been 
ra estment portfolios was 
, fort e are statutory 
) r eS ) 1 1 iwmions und A be- 
i Du r spea if a tew major 
I for n 4 l will be limited to 
i i 1 1 DY a port ot t! leposit increas inat 
i 1 i yr ul 
i I t i i ) ay 
T I 
I rea bli 
i j er ) ort 
vad tuti er 
} a i pted ( 
a 1VS ar { | 
) picture r funds B it the ard 
! I ( reent 1 rigage yncerned, lies in its 
( yu can this 
Lid I than in the Boston 
ina a i ) I 10 or 12 vears Chere, 
’ i ) ) vit iil p over a long 
| t of ne I r tion re liring tinanc- 
| I local | i ) mor 1 able to handle 
t ( 1 as il { I fact that there has been 
o VA | 1 ( r FHA i} | ed th FNMA—and what 
u! l | ipbsta ial buyers of out-of-State 
, ! Boston area. 
) r | D ) e 5S ho varied since 
\ s to loan « r (1) 100 percent 
i | I VA 2) 70 percent to 75 percent convention- 
i i at e sa Lp I cerag percent commonly paid on 
e busine | break in t Government market early in 
51 10 dent situatior 3 lu r the past 3 to 4 months the 
{ sora ¢ I arger! lers « various types have come 
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within easy reach of the statutory mit Taken t ether, the savings bar f 
Massachusetts had 33 percent of their deposits invested mor es on Octobe 
31, 1949—and only 3 years later on October 31, 1952. this had risen to 49-] 
percent with 70 pe recent the individual ul diy 
As the portfolios have filled, the ne« ortgages has | ned and ‘ 
of mortgage acquisition is 1} the process of bei tailed | 
effect has been an increase in the local com tiy ’ nal re 1, ute 
to 4% percent, which brings it bac nto the proper r tionship v the 4 perce 
rate on large commercial properties ‘| 1 e! ‘ ed ( 
promptiy to the breath the Cx I é t k of 2 ul 1 ind a 
for some time there has been little or 1 read between the two mortgage rate 
While there has been no general ref ! to tke local GI loa 
nany indication tl fi Is for 1 roi ) i 
stricted The 4 GISpOo ( pa ri 
or limit the area in which t vill | { ( | f 
tior Others are eutti LDD riy , ‘ roe 
down payment, or shortening non t rry) ft v 1 write Sti ‘ 
ceased paving finder’s fee All tl Dut ¢ t l ending area 
commo charge vcd i 
D ty with the mventional y er 4 e of t] ic t} 
loan lost its competitive equal vit e conve al lo a | 
rea 
e all knov t re ire ty ( f 1 | ] Ose é 
and placed lox lv and (2) those mad ( \ j j a nT 4 be 
ter could be « ed he national mar I ! ( ! 
ma { wre nar ( riy ( ] ( ( ] ( H 
tori wit! wit! (overnme 12 j ce ' 
have differed widely in va Is Ss ns of ¢ ; , | 
New | und 1 mid-At rt ! { ! ri eu er « 
South, Southwest, and Pacific Coast States ( 1 round, } ! 
ards, and foreclosure laws hay varied e patter ne and there rood rease 
to belik ve that Dar ft This variation y aliwa nr ‘ 
‘I Ls in effect, Will meal ths iT ree Tris Py ( } T t il 
differing interest rates—or if the rate fixed, e loar sel] val prices 
Government Insurance or guaralr \ ] t of the lifferentia hye ©] 
areas, as they were designed to d 
No single rate will, therefore, be adequate in all parts of the country I 
should at least enough to attract fund i be ( me VE { 
rate areas. Ir e present 501 rate at 4 peres is pre ng rd ite 
a limited amount of discount in price can offset a deficiency rate, but this car 
be carried to extremes ever ler the pern ed discount devices thou ist 
some doubt as to tl Ly [ 1 ( e pape \ rl irts 
Mort age ( r ( 1 So we i 1 } i (oa ar¢ 
tute the bulk on the natio1 narket and have | particula 
affected in thi final lenders in the natio | the suran¢ 
companies a 1 Ci imspect about discount arrat mer 
some going so 1e to pay 99 or pa imited quotas made part ¢ 
packages incl oal he ore, even a ( fu utl ize 
discount proces answe! This dislike f liscou i ( tga 
business is a n Vv ce leration of the rate 1 ble 4} i ieate 
that the solution will have to be via the rate route rather than in the directik 
of price 
There are a number of indications that the 501 market has been further wv 
ing even over the last 2 months Although the bette t 
newer, larger, and faster growing cities with long « bee 
least affected, some of them have recently reduced ne 
lows—below 97. Eastern buyers in the national mark eins 
offered 501 portfolios by those who are withdrawing fie 
preparing to invest the proceeds of any sale in conve! l 
rates. Several of the largest buyers of loans in the Bi ‘ 
dropped out of the 501 market 
Against this background, it is quite possible that it will take more thar 
one-fourth percent change in the 501 rate to reverse the trend hough probal 
this would have been adequate 6 months ago But no harm has been done. 


Mortgage money is worth different amounts at different times as well as in di 
ent areas. None of us can forecast its worth 6 months or a year | 


the important thing is that mortgage money should be available at a flexible rate 
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rather than unavailable at a frozen unrealistic rate. The discount operation 
hould go, and the rate should be adjusted to straighten out the GI mortgage mess. 
Surely there is nothing more sacred about the 501 rate—than the Government’s 
own rate on its own indebtedness—and that was abandoned 2 years ago. There is 


need for a new accord. 


BENEFITS ACCUMULATING TO VETERANS BY AMALGAMATION OF PORTIONS OF 
rHE VA anp FHA LEeNpbING PROGRAMS 


\ paper to be presented by Samuel E. Neel, general counsel of the Mortgage 
Bankers Association of America, at a meeting of the housing committee of the 
American Legion to be held in Washington, D. C., February 17, 1953) 


Reduction of governmental expense, simplification of Government procedure, 
and savings in expense and time of private builders, lenders, and veteran borrowers 
could all be effected if activities involving the appraisal, credit examination, and 
property inspection for loans insured by FHA and for loans guaranteed by VA 
could be combined. 





The unnecessary delay, confusion, and cost involved in the present operation of 
two parallel systems of underwriting mortgage loans are enormous. A builder of 
houses for sale (not knowing who his purchasers will be or how they may wish to 
finance their purchases) must now arrange so that either FHA or VA financing 
may be obtained. This means the payment of two appraisal and inspection fees. 


It means the negotiating with 2 agencies, and the conformity to 2 sets of 


requirements 

Since 2 independent appraisals will rarely agree, the builder may be put to 
some difficulty in pricing his product; and, if clever enough, he may even be able 

» get the 2 agencies into competing on the basis of appraisal. Although some 
effort has been made to bring about agreement between the two agencies on 
property requirements, there remain many differences in the written standards 
and wider ones on the interpretation of standards by the examining officials. 
Inspection policies are also divergent, so that the builder, having satisfied one 
agency, cannot be assured that his work will also be satisfactory to the other. 
Builders have stated that the cost of working with 2 agencies may add as much as 
$200 to the cost of a house, : 

The mortgage lender is placed in almost as great a quandary as the builder. 
He, too, is faced with delay and uncertainty, with participation in multinegotia- 
tions and increased cost of getting the loan on his books. In the end, of course, 
the borrower must absorb these costs. 

There is no justification for the present system. There is no plausible reason 
why the requirements of the VA should differ from those of the FHA or why it 
should be necessary to have two sets of officials carry out what is essentially the 
same operation. There probably cannot be found in Government a more glaring 
example of duplicated function. 

The situation could be readily remedied by legislation aut 








rizing and instruct- 





ing FHA, through its established field offices, to do all appraisal, credit examina- 
tion, and inspection for all Government-insured or -guaranteed loans and to charge 
a fee for such work, the one fee to be applicable irrespective of whether the loan 
was finally financed under FHA or VA. At the same time, it would be necessary 


by legislation to instruct the VA to utilize the underwriting facilities of the FHA. 
It would, of course, also be necessary to permit FHA to make such expenditures 
from its fee income as would be necessary to maintain a staff adequate to carry 
out its present and the added responsibilities. 

Che conduct of field processing of VA loans by the FHA would leave with VA 
the important tasks of determining the eligibility of veterans, of payment of gratu- 
ities, of dealing with veterans in default, and of payment of claims under its guaran- 
tee. In other words, the most crucial aspects of the relationship between VA and 
the veteran would not be dusturbed by the proposal 

The time to effectuate the union of field operations is now especially propitious. 
VA is in the process of changing from a system of fee appraisal to a system of staff 
appraisal. It has only recently elaborated its property standards and inspection 
requirements Consequently, the union at this time will not involve the dis- 
mantiling of an established organization to the same degree as would be tha case 
if the matter were deferred for a few months longer. Moreover, the change could 
be more readily made when the operations of the two agencies are at a relatively 
low level as is the situation today than would be possible amid such feverish 
activity as prevailed 2 years ago 


es ere 
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The handling of appraisals, credit examinations, and inspections for VA 
FHA could not possibly work to the disadvantage of veteran borrowers. Thi 
interests of the veteran in this respect are no different from the interests of bor- 
rowers who are financing their houses with FHA loans. Both are entitled to the 
best possible house for the money, and both are entitled to have assistance from a 
government agency in determining that the plans for the house are adequate and 
that the house is built according to the plans. The Government also, assuming 
as it does, a conditional liability by the insurance or guarantee of these loans is 
entitled to know to its satisfaction that the property meets all its requirements 
for guaranty or insurance. The interests of all parties, however, would be mucl 
better served if in both these types of loans, the field work could be accomplished 
through one organization with one set of standards and one set of values 

The transfer of such field processing operations from VA to FHA could br 
accomplished even if no changes were made in the nature of the VA guaranty 
However, it is true that there are some differences between the FHA land the 
VA operations which if eliminated, would be helpful in setting up a smoothly 
running amalgamated organization 

The FHA appraises a property for long-term value; the law then provides that 
the FHA may insure a loan for a certain amount of this long-term value. In no 
event, can the amount of the loan be more than $16,000. The FHA, however 
does not state that an individual cannot pay more for the house than the amount 
of the FHA loan. The individual may pay whatever he wishes to for the house 
but any amount in excess of the FHA loan must be paid in cash 

The VA Loan Guaranty program works on a different principle. The VA 
appraises the property and determines its reasonable value, but the law requires 
that the veteran cannot pay more for the house than this reasonable value as 
determined by the VA. The VA, therefore, determines the sale price since in the 
tremendous majority of cases, the value as found by the VA is also fixed as the 
sales price. 

There may have been very good reasons for Congress to determine in 1944 
that a veteran should not pay more for a house than the value of the house as 
appraised by VA. At the time this statute was passed, most World War II 
veterans were considerably inexperienced in the home-buying field, and there was 
a tremendous shortage of housing. 

Neither of these situations exists today and, therefore, if field operations of 
VA are transferred to FHA, there is considerable validity to the belief that the 
present concept under which VA determines sales price ought to be changed to 
one similar to that of the FHA. Under such a change, the Servicemen’s Read- 
justment Act could be amended in a manner similar to the provisions of FHA. 
You would still have a determination of long-term value, and you would still 
have a provision that the amount of the VA guaranty would be only 60 percent 
of the long-term value as appraised by the FHA (but in no case greater than 
$7,500). However, you would not limit the size of the loan a veteran could 
obtain on a property, and you would permit him to pay whatever he wished for 
the house which, of course, would mean that anything in excess of his loan would 
have to be paid in cash, thus increasing his equity in the property. 

As stated above, while such a change would be desirable, it would still not be 
necessary to a transfer of field operations. 

Mr. Neeu. Now I would like to review briefly some of the history 
of this May 18 directive. You gentlemen are aware, | am sure, that 
section 504, which is the basis for all of the trouble which apparently 
exists today, was part of the Housing Act of 1950 which became effec- 
tive on April 20, 1950. I think it might well repay us if we would 
read the exact language of that legislation, because in many instances 
it seems to me what has happened has been obscured unless you read 
the original text of the act. That act says: 

With respect to housing built or sold with assistance provided under the 
National Housing Act, as amended, or title 3 of the Servicemen’s Readjustment 
Act of 1944, as amended, the Federal Housing Commissioner and the Administrator 
of Veterans’ Affairs, respectively, are hereby specifically authorized and directed 
to issue such regulations, applicable uniformly to all classes of mortgagees, as they 
determine desirable for the purpose of limiting the charges and fees imposed 
upon the builder, veteran, or other purchaser in connection with the financing 
of the construction or sale of such housing 


and so forth. 
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I would like to point out that legislation specifically directed the 
VA and the FHA not only to limit the fees and charges imposed on 
the veteran or other purchaser, but they were trying to protect the 
builder from the imposition of any fees and charges except those ex- 
pressly authorized. 

Later on, under section 613 of the Housing and Community Facili- 
ties Act of 1951, Congress added to that act the words “‘or seller.”” So, 
as the congressional legislation now stands, both the FHA and the VA 
were directed by Congress to limit the fees and charges which could 
be imposed on either the veteran or other purchaser or builder or 
seller. So it deals with all classes of people interested in this problem. 

Both the FHA and the VA promptly came out with regulations. 
The FHA regulation, of which I have a copy here, prohibited the 
imposition directly or indirectly of any fees and charges other than 
those expressly permitted; by any nethod directly or indirectly. 
And the history of the FHA regulation is very clear and very precise. 
Any time anybody presente: | the question to FHA that dealt with a 
method by which some sort of set of a fee or charge on any of 
this group—builder, seller, purchaser, or anybody else—the FHA 
promptly re plied in writing that 


ler tl regulation authorized by Congress you cannot collect anything moré 
thar hese fees We do not care how vou propose to do it, by what method you 
go about it, that is very clearly forbidden 


and there is comparatively little question about the regulation. And 
there has been little protest against the FHA regulations for two 
reasons. No. 1, under the FHA system, only an approved mortgagee 
can secure an FHA loan; and, an individual builder as such, or indi- 
viduals, cannot be an approved mortgagee; an individual cannot own 
an FHA loan. So you cannot have the problem of a builder attempt- 
ing to dispose of a loan for another. 

Secondly, FHA loans, have until recently, almost always com- 
manded a little better market than VA loans; therefore, you did not 
have the pressure on the FHA loan that you had on the VA loan. 
As long as they could be marketed within the fees and charges per- 
mitted, vou did not have the pressure on the part of anyone to try 
to dispose of them at whatever price he could and pass the 
char ( along 1 

The VA regulations came out about the same time, and shortly 
thereafter there began a series of numerous and rather complicated 
interpretations of these regulations. Therefore, this whole question 
would have been before you gentlemen a long time sooner if the 
Veterans’ Administration had been as strict, you might say, as the 
FHA was. But rather than being as strict as the FHA was, the 
Veterans’ Administration was more lenient for one reason or another 
perhaps in response to the demands of industry and the demands of 
builders and others. They whittled away at the clearly written rule 
that you just could not collect anything except the narrow charges 
no matter how you tried. All sorts of commitments grew up at that 
time, and so there were all kinds of opinions as to how, under the 
regulations, you could pass along to the builder a charge in excess 
of those permitted. 

Mr. EpmMonpson. Was that device or relaxation a local matter or a 
national policy matter or both as far as the VA was concerned? 








FEES AND CHARGES—GUARANTEED HOUSING LOANS |. 1437 


Mr. Nerev. No. The deviations eventually got crystallized under 
opinions of the Solicitor General of the VA and were followed generally 
all through the country. , 

Mr. EpmMonpson. Mr. Odom’s opinions? 

Mr. Nee. Yes, sir. Eventually you came up with a situation 
where you had a number of opinions showing practices that were not 
prohibited by the regulations in effect by themselves. It has never 
been a problem of whether the VA permitted loans to be sold at dis- 
counts. Until May 18 the VA permitted loans to be sold at discounts, 
but the question was who was going to pay the discount. 

Now, the people who largely make up the MBA are the middlemen 
in this discussion. They are the people who originate the loan, 
bring the fellow who wants the loan in contact with the man who has 
the money in another community, and therefore services the loan for 
him. Obviously, as a middleman, his profit being connected with 
servicing the loan, there is no way in the world where he, for a long 
period of time, is going to be able to absorb a heavy discount and 
still stay in business. It has to be passed along to somebody, and the 
most usual person you are going to pass it along to is the person who 
was willing to absorb it when you made the loan—the builder 
assuming, of course, you cannot pass it along to the veteran 

I think in very few instances have any of those schemes been devised 
for the purpose of passing the discount directly to the veter: oe they 
have all been arrangements under which they permitted the builders 
to absorb the loss at which it was nece ssary to sell the VA loan because 
it carried an unmarketable rate. But these bypassing practices never 
were popular with lenders, particularly institutional lenders in the 
eastern market, because strictly speaking under the regulations the 
practices would never be permitted under the statute, but it is 
true that many of those practices were recognized by Mr. Odom. 
But, as Mr. King has said, in a number of cases you could lead the 
lender down and show him the precipice between how much he could 
make and how much he could not make, but you could never be able 
to tell how hard the wind was blowing at the edge of the precipice and 
whether it would blow him over; and a lot of investors just could not 
take the risk on the size of the gale. So they just said rather than 
take any risk involved in those things, “if we cannot buy cleanly on a 
basis where we can command or establish an actual market rate, we 
are not going to buy at all, because if you get in trouble with the Vet- 
erans’ Administration on a practice which is questionable and the 
question is referred to the local Senta aen attorney, God knows where it 
would stop.”” He could never know what the answer was going to be. 

So those kinds of practices grew up under this liberalized interpre- 
tation of the regulations of the VA. 

Mr. Epmonpson. Could you at that point cite some specific in- 
stances of the rulings from the Solicitor’s office relaxing that regulation? 

Mr. Negeu. Mr. Edmondson, I think if you would secure a copy of 
all of the Solicitor’s opinions and the various interpretations, it may 
be clearly and easily seen. For example, there is an interpretation 
which says that under the old rules a builder could, if he did not commit 
himself in advance to sell the loan at a discount, enter into a repur- 
chase agreement with the lender. The builder could agree to re- 
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purchase from the lender at a later date at par if the lender could not 


find a market. But if he failed to repurchase, the lender could sell 


the loan and the builder would forfeit a deposit. 
\ her example of how those devices were used 1s this: For ex- 
mpl . the man who us tally sells the house is a real-estate broker. 
dav’s regulations, as stated by Mr. Odom, for instance, do not 
prevent a builder from employing a real-estate sales broker to sell the 
property. if the real-estate sales broker wants to pass onto the 
r part of his regular commission for making the sale, Mr. Odom 
s t] » is nothing 1 Wn the recul: Ltions to preve nt the at providing the 
| sales commission is not increased to cover that which the 
sales broker pays to the lender. That was the Way in which the 
lender could collect, that mortgage banker, the middleman, could 
ollect the discount which was necessary for the disposition of the 
rtgage in the open market. 
Mir. Epmonpson. That is a fine illustration 
Mr. N L. There are many others. 
1 ‘uz. Do you think it possible that we could write the 
to govern all of our Government activities in housing, where the 
tion is of the general nature? 
fr. N .. L think it is very difficult, Mr. Teague. The FHA ruling 
been much less susceptible to misinterpretations 

Mr. Tracu} I have been told the FHA winks at discounts. That 

not your information? 

Mir. Neg. I do not believe that to be true, and If think if you ask 

Hollyday of the FHA if that is true, he would agree with m« 

Mr. Rouse mai have something to Say about this, being active in 
the field 

After considerable activity the interest rates were raised. All of 


us hoped it would provide an answer to the number of FHA and VA 
loans made and traded in without discounts. Conditions in the 
money market, however, since the 3%-percent Government bonds 
came out, and since this interest rate was raised, have not been stable. 
Interest rates are still going up. You gentlemen can examine the 
papers and it is obvious that that is happening. What you are deal- 
ing with is a commodity which, in the market today, in relation to 
the demand for money, does not carry a marketable rate. 

There are so many institutions that are in the market for money 
that when you are faced with a decision by the administrative part 
of the Government to go on a hard-money basis, something has got 
to give somewhere; and I suggest perhaps it is not in the field of 
this committee—but this whole thing is so definitely related to the 
demand for money, that before you could determine what will happen 
to VA loans at the new 4'-percent rate, you should have some infor- 
mation from the administration as to what they intend to do on the 
money market. Will they continue with the hard-money market? 
If they do, 4 percent will not get any better. 

Mr. Treaaug. You know we had representatives of the Treasury 
here, and they would go along with the VA on the discount and with 
the FHA on the increased interest rate. I do not think you will get 
them to tell us what they will do. 

Mr. Ayres. Your position is that this problem is tied so closely 
with the Government’s policy that there is not a good deal that can 
be done until we find out what their position will be? 
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Mr. Nest. I| think in the long run the salability of a VA and FHA 
loan at 4/4 percent is closely tied to it. What you have before you is 
a regulation in which Congress told the VA and the FHA to issue a 
regulation imposing a limit on what could be charged the veteran and 
the seller. 

Mr. Ayres. Mr. King has decided a lot of those practices are legal. 

Mr. Neetu. Yes. 

Mr. Ayres. Why should they not spell out the practices that are 
legal? 

Mr. Nert. What happened on May 18 was that heretofore they 
had permitted a builder to absorb certain charges, and they have now 
determined where the builder is the seller of the mortgage, the sali 
of that mortgage by him at anything less than par will be a 1a facie 
evidence that he has paid charges in excess of what he i 3 permitted 
to pay. 

I see no reason why FHA and VA could not issue any regulations 
they wanted to in regard to fees and oe arges. The legislation does 
not say no charges should be paid. ‘he legislation says no charges 
except at they approve should be naid 

Mr. Teacup. What do you recommend that we do in the way of 
legislation? , 

Mr. Neeu. I will ask Mr. Rouse if he has any other comments he 
would like to make in connection with this general presentation of 
mine. 


STATEMENT OF JAMES W. ROUSE, BALTIMORE, MD., CHAIRMAN, 
GI LOAN COMMITTEE 


Mr. Rousse. My name is James W. Rouse, from Baltimore. | 
operate a mortgage company. Our whole business is doing business 
with builders who are building and financing houses, and it is our job 
to finance the sale of those houses, as well as to finance the sale of 
older houses. We do that representing life insurance companies and 
other concerns in the Baltimore area. 

I do not want to duplicate anything anybody else has said. Mr. 
Teague’s question is a tough one, and I would like to talk to that. 

I think what we have a choice of is a series of unsatisfac tory alter- 
natives. I think we have an imperfect situation to which there is no 
perfect answer. 

Mr. Tracue. I understand you are chairman of the GI Loan Com- 
mittee. 

Mr. Rovss. Yes. 

Mr. Tracur. After you leave here, if you arrive at an answer, 
will you send it to us, or come back to us? I do not see how this testi- 
mony will do any good unless we arrive at a definite answer. 

Mr. Rovss. I can give it to you now. 

First let me reemphasize that this order of May 18, which is looked 
upon as the devil here, really just brought to light a situation that 
existed and should have existed, and it is a useful regulation just to 
bring this hearing about. 

When 504 was passed and the order went into effect, nothing much 
happened at that time, but as the tight pressures in the money market 
began to develop, then naturally the pressures of a free market, of 
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builders trying to build houses and trying to find ways to finance them, 
vegan to assert themselves. Mortgage bankers and builders started 
come up with plans. 
So there was never a complete relaxation of the fees and charges 
le by the VA. One after another individual exceptions began to 


ount up to avo d the fees and charges rule. They were avoidances. 
One was a banker out West who wanted to know what would happen 
if the builder made the loan and deposited it with him as collateral, 
and the loan was called and he sold the collateral for less than the 


amount of the loan; what was the position? Obviously the position 
was that the bank had to come out whole. How could you say it 
was not good collateral? That was an exception. 

Then came the builders making the loans themselves, and that 
vecame a way of avoiding the regulation. This created a sort of a 
sray market. If you were sharp enough in the business, what you 
vere doing was within the law, but it seared the daylights out of a lot 

mortgage bankers and builders and it put out of business some 

ople who felt the; vy could not know if they were right or wrong. 


It had some other effects that have seldom come up in this discussion. 
One is shied effect on veterans try ing to buy an older house. lhere are 
some 40 il] lwelline units 1 Americ: The great bulk of vet- 

me 40 million dwelling units in America. ie great bulk of ve 
erans’ housing opportunity is realized through all the older houses 

\merica. None of these devices as to a discount and trying to 
workable interest rate could apply to older houses. The 
situation Mr. Russell described perhaps could have occurred, but it 


lid not oceur. The veteran could not use the VA loan plan to buy 
houses 
iat really happened, only the larger builders and larger 
cage bankers dealing with banks sufficiently knowing about these 
hings to accept these plans were free to operate 
Before you changed the interest rate to 4% percent, and before the 


rder of May 18, a bad situation had already occured. 
\ when the pressure for the increase m rate started a vear or 
oO i d ] can rr ember ars last fall about whether the 
shi iid have been i quarter ¢ ra half, a 1c | think if it hac | been 
er it could have vorked at that time. but by February or 
larch it wouid talk a half and the quarter talk ha id di sappeared. B: 
e time the rate was raised to 4%, the Governme! 5 inl tetas co with 
; percent bond, and you. 1d Gad £6 3 insmroman in heen 
»now. So that now vou have the same kind of pressure at 4% that 


: ‘ : 
and a free society 


uld 
Lliaté 


r 1 
Texas and 





1 » 
10 about it 





TO ¢ 
Well, it depends on how much you want to do about what. If you 
eal vant to make money available to veterans, allow the mortgage 
he wants to get to compete in the market with other forms of invest- 
ments. [am not recommending it, but I think that is the crux of the 
problem, and I think that many times it is worth taking a look at 
hether or not the Pa ing of a limitation does not work two ways. 
When the FHA rate was limited to 44—and that was more than 
it should have been—all loans were made at 4% percent, but they 
sold at premiums of 103 and 104 in some communities. But if there 
had been no limit on the rate a lot more loans would have been made 


at 4 or 4! 





4. 
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The savings and loan associations do not have fixed rates. They 
vary from 4 percent up. But if you passed a law tomorrow saying 
the maximum rate of savings and loan associations was 5% percent, 
my bet is you would find an increase in loans at 5% percent. It 
tends to become a fixed rate. 

| think it is well worth considering whether or not it is a good 
thing for the veteran to put this artificial limit and block him because 
his loan cannot compete. 

If that cannot be done, and you look at what is the next best 
thing, then you have to say, “All right. We have got to be able to 
achieve the same thing by having that veteran able to reflect an 
increase in rate through a discount.” 

I may be a minority of one in this, but I do not think there is any 
point in kidding ourselves that a discount system will be absorbed 
by a builder of a new house, or a seller of an older house. That will 
be passed to the veteran eventually. You get a discount system 
operating over a period of 6 months and a new cost setup becomes 
established, and houses will sell for more money, because nobody 
will absorb this artificial amount that we are trying to get somebody 
to absorb other than the veteran. But if you freed it so that a 
discount system could work, the veteran could buy from a builder 
or buy an older house. 

Mr. Tracur. Would you place a limit on this discount business? 
We have bumped into 12-percent discounts in some places. 

Mr. Rouse. | think it is your conscientious and sincere effort to 
protect the veteran by setting a limit that creates these problems, for 
you immediately introduce a hurdle in the free market. Construction 
loans in Baltimore have conventionally been made with a 1-percent 
commission for years. 

Mr. Tracue. We should not have to protect the veteran. He 
should make enough investigation to know what he is doing. But 
unfortunately that is not true. 

Mr. EpmMonpson. The regional situation has been pointed out 
where a veteran in the East might be paying 4% percent and in the 
Southwest or Far West might be paying 6 or 7 or 7's percent 

Mr. Rouse. And that will happen. It is happening anyway. 

Mr. Ayres. We will have to recess for a few minutes so that we 
ean go to the floor and vote to prove to our constituents that we were 
in town today. 

(Short recess. ) 

AFTER RECESS 


Mr. Ayres. Gentlemen, we will proceed. 

Mr. Rouss. I will go back to the summary that I was making, and 
[ will make it brief. 

[ think that there are three basic alternatives available in this 
situation. The first one is, as I mentioned, making the interest rate 
a free interest rate so it can move and mortgages can move with it. 

Mr. Ayres. Would you also recommend then that the guaranty 
part be eliminated; that there would no longer be a guaranteed loan? 

Mr. Rovss. Not unless you want to reduce the amount of it. The 
purpose of the guaranty, and the achievement of the guaranty is to 
bridge the gap between what lenders can legally lend 
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Mr. Ayres. We have always been told that the reason for pegging 
the interest rate at perhaps a lower level than the going market was 
because you had no risk involved in buying the mortgage. 

Mr. Rousse. I do not think that is the major reason for the guaranty. 
[ think the major reason for the guaranty is to permit lenders to make 
loans on rates and terms that would otherwise be legally impossible. 
The laws of almost all States would limit life-insurance companies to 
a two-thirds loan, a limit of building and loan associations to 75 or 80 
percent, limit national banks to a 60-percent loan, and yet obviously 
the veteran borrower needs to borrow more than that. 

Mr AYRES | just wanted to ret that on the record. 

Mr. Rouse. I do not think at the time the rate was established at 
4 percent it was under the going rate. When the rate was initially 
established at 4 percent and the Gl program got underway and over 
the initial hurdles, any new program has to get over to be accepted in 


the market, VA loans actually for a period of time sold at a slight 
premium of 101. That was the typical price on GI loans all during 


1946. So the rate, I believe I am justified in saying, was not estab- 
lished at a point to be under the going rate, but at it. 

lam really not here to argue with you. I recognize it is not within 
the province of the committee, but it seems to me that is the solution 
of the problem. 

If that is not going to happen, then the same result has to be 
achieved by eliminating the limitations on discounts, by completely 
eliminating section 504 and permitting the market place to determine 
the fees, charges, and discounts which are necessary, and they will 
vary in different sections of the country. 

Mr. Tracur. Would you put any protection in there for this 
veteran who would not try to protect himself? 
ir. Rouse. Well, my third alternative is that. If the second 
alternative is not practicabl or feasible, I think your third choice 
ges, as vou have done, but making it 
clear in some way to the Veterans’ Administration, prevailing upon 
the Vetarans’ Administration, that a discount is not a fee or a charge 
and that fees and charges—which is what the law says—-are to be 


is one of limiting fees and char 


regulated, but where a lender is making a charge to a builder to 
compensate himself for a discount which he is taking in order to 
find a place for that mortgage in the market, then that discount is 
not a fee or a charge and should not be regulated. That would be a 
third possibility. It is perhaps the quickest that could be ac- 


complished. I do not think that clears up the whole situation, and 
it would still keep out of the market a good many lenders who would 
otherwise be in it. There are a great many lenders who are not going 
to buy mortgages at substantial discounts, even if you clarify the 
great haze that surrounded it in the past. If vou clarify that, these 
exception procedures by which discounts got into it, you will bring 
some lenders into the market. 

Mr. Tracur. There should not be a great haze. A man should 
be able to come to the table and do what is richt or wrong. 

Mr. Rouse. That is right. To do that, the Veterans’ Adminis- 
tration would have to carify their rulings that fees and charges are 
such and so, but that discounts are permitted. I am not going into 


all the problems that that raises. That raises other problems. 
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Mr. AYRES. As has been brought out before by Colonel Teague, 
really the problem is getting a realistic appraisal. Do we not have to 
face the reality of the situation that the house cannot be appraised 
on what it necessarily costs to build, or can it be appraised on how much 
profit there is in the house? Is it not feasible to assume that a project 
builder building 100 houses is going to be able to build the same house 
to the same plans and specifications cheaper than the man who builds 
only 3 of that house, and therefore you cannot say, well, this man has 
built a hundred houses and he has built them for less money and there- 
fore he has more profit in them. You cannot let that enter into the 
appraisal, can you? 

Mr. Rousr. No, you cannot properh He is trving to arrive ata 
market value, and the builder who has achieved a low cost, and 
making a greater profit, is still selling at the market price and is 
entitled to make that extra profit. Many of them, however, will 
take advantage of that opportunity by having a somewhat lower 
price in order to increase volume. ‘That is a characteristic of a free 
economy. 

Mr. Ayres. Surely. If he found that his market still held up at the 
going price, then it might be feasible for him in order to sell his paper, 
to get in the discount field 

Mr. Rouse. He might. 

Mr. Ayres. Is that not where the bulk of it occurs? 

Mr. Rousse. The bulk of it occurs where it can occur. The reason 
that the bulk occurs with the large builder is because he is the only 
one who could do it. You put your house on the market for sale - 

Mr. Ayres. You brought that point out clearly. 

Mr. Rouse. It is not available to him. This thing is in sharp focus 
with the larger builder, because he is the one who accounts for the 
big volume of construction in the country, No. 1; and No. 2, he is 
the one who can handle the discount situation in the market. 1 think 
it is possible that many of the larger builders in the country would be 
able to absorb a discount and still sell the house at a price no greater 
than a smaller builder was selling it for who was not absorbing a 
discount. I think that is a possibility. 

Mr. Neetu. I think it would be well to point out that third alterna- 
tive, while perhaps not being the most desirable from our point of 
view, I see no reason legally why it could not be achieved within the 
language of the present legislation under section 504, because all it 
says is that they are directed to set up a schedule of fees and charges 
that might not be exceeded. There is no reason, it seems to me, why 
within that authority they could not say, ‘These are the fees and 
charges which cannot be exceeded, but that does ont preclude you, 
builder or seller, from paying what discount it takes to sell the mort- 
gages in the secondary market.” 

Mr. Bonrn. Supplementing the statement you just made, I notice 
here that you are listed in this statement of principles and recom- 
mendations as general counsel for the Mortgage Bankers Association 
of America. 

Mr. Nee. That is correct 

Mr. Bontn. I assume also that you are an attorney at law. 

Mr. Neeu. Yes; I am. 
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Mr. Bonin. Would you mind commenting on this section on page 
12 of this booklet which says: 


The Veterans’ Administration has not adequately recognized the size and 
importance of the loan-guaranty program with relation to its other staff functions. 
We believe the status of the Loan Guaranty Service should be improved. The 
Director of the Service should have a position an 1 title commensurate with his 
responsibility, and he should have the benefit of his own counsel experienced in 
real-estate law 


Mr. Neew. I certainly believe that, as do most members of our 
association. I think it can best be explained in this way: When as a 
lender or an attorney you go to see Mr Holliday, who is the Com- 
missioner of the Federal Housing Administration, to talk to him 
concerning the problem of FHA loans, you are talking to the Com- 
missioner of the Administration, the gentleman at the top of the heap, 
who has the authority to make decisions, and the responsibility. 
When you take the same approach, as far as the Veterans’ Adminis- 
tration is concerned, you go to see Mr. King, who is very ably doing 
the job of Chief of the Loan Guaranty Service, but the Chief of the 
Loan Guaranty Service is a minor division—and I am not sure |] 
correctly identify these administrative titles—but Mr. King reports 
to an Assistant Administrator of the Veterans’ Administration for 
Finance, who reports to the Deputy Administrator of the Veterans’ 
Administration, who reports to the Administrator of the Veterans’ 
\dministration; so, when you talk to Mr. King about the adminis- 
trative mechanism in the Veterans’ Administration, you are talking 
to an individual who, while very capable in his field, is greatly 
restricted in his responsibilities and his authority. 

Mr. Teacuer. Will you yield there? 

Mr. Neri. May I make a comment? In addition, we have found 
over the years that many of the problems that we have to do with 
the Loan Guaranty Service require legal interpretation. Those, to 
be official from the Veterans’ Administration, have to be made by 
the Solicitor of the Veterans’ Administration, and I am not talking 
about individuals at all 

The Solicitor of the Veterans’ Administration has many legal 
problems that do not relate to real-estate matters, and we would 
prefer to see the Loan Guaranty Service, as big a program as it is, 
given a status of an Assistant Administrator of the Veterans’ Admin- 
istration with the benefit of his own counsel experienced in law who 
will report directly to him and who will have the authority to make 
legal decisions for the Loan Guaranty Service. 

Mr. Treacusr. That certainly sounds reasonable. Unless Mr. Odum 
has a real-estate man in section 

Mr. Nee. I do not want to get into personalities. Our experience 
has been that it has been in many instances very unsatisfactory. 

Mr. Teacure. You mentioned Mr. King. I have not personally 
discussed this with him, never heard him testify in that regard. 
Are you just assuming he is encumbered by higher authority, or do 
you know that to be a fact? 

Mr. Nee. I think that it would be very embarrassing for you to 
ask Mr. King how he was able to operate his own organization. | 
will tell you from my personal observation as the attorney for the 
mortgage bankers that in many instances I think our relations with 
the Veterans’ Administration, and the success of their program, 
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could have been greatly enhanced had Mr. King had more of a position 
administratively of responsibility and authority. 

Mr. Ayers. We thank you very much for your excellent presenta- 
tion. I would like to insert a letter in the record at this point from 
Benjamin Levinson of Detroit, who is president of the Michigan 
Mortgage Corp. 

The letter referred to is as follows: ) 

Micu1GaAN MortGaGce Corp 
Detroit, June 15, 1958. 
Hon. Witiram H. Ayers, M. C., 
Chairman, Veterans’ Affairs Committee, 
House of Re presentat ves, Washington | ay 

DreaR CONGRESSMAN Ayers: I just returned from a visit to New York City 
and other parts of New York State. I was seeking banks and insurance companies 
to purchase Government-insured mortgages, both Gland FHA. Were I Diogenes 
and his lamp, or were I offering these loans at absolutely ridiculous maximum 
discounts, it would be to no avail 

I am president of the Michigan Mortgage Corp., Congressman, and also presi- 
dent of the Michigan Association of Approved Mortgagees, but I am most proud 














of my designation as mortgage counsel to the AMVETS, and also mortgage 
counse o the national and locai branches of the Real Estate Brokers Ass ation 

In my capacity with the various organizations that I represent and my own 
company) I would like to go on record to reecomme nd, Congressmal Avers, the 
immediate rescinding of the order regulatir fees and charges of GI mortgages 
after they have been closed and properly guaranteed by the local guaranty office 
of the Belang Administration 

Ath gh for many years I protested and argu l against the increase iterest 
rates, I now recognize that not only interest rates but our entire economic life is 
going through a transition period and we must keep abreast of these major changes 
in our onomie life, or else not only will the returning veterans be denied home- 
ownership but the entire residential building industry, suppliers, builders, and 
artisans, will suffer greatly because of a few indiv ials in the Government housing 
agencies who are not alert to what is happening ir cl il conomics 

The elementary facts are plainly this The Government-insured mortgage 
no longer attractive to national investor The United States Government itself 
has been one of the main factors in discouraging investments in mortgas 
because of their attitude in permitting Government bonds to sell at high int 
rates in competition to mortgages, which are much more involved, require more 
manpower to handle, and in the final analysis the net yield has no interest to 
national investors with the insignificant difference in the final result 

Banks and insurance companies have contributed a great deal to make America 
the Nation of homes. They made a great contribution to the residential buildin 


industry and have proven themselves to our veterans and to the average worki 








man ihen cannot be expe ted to continue purely because this may be a patriot 
gesture When other investments of mal neern are more attractive 

You cannot restrict the eventual disposition of a Government-iInsured mortgage 
under present money con litions Because of the human e juation INVOil ve 1 you 
will make cheaters and connivers out of honorable people with the desire fo 
homeownership Che builder can afford to pay a premium for the fina ig of 
his venture in many cases his acquisition costs of land are below the allowance 
by the Land Division of the Government Housing Agency He is permitted a 
legitimate » profit and also permitted to pay a o-percen selling commission to his 
agents He should be permitted t seek his financing in the open market without 
any restrictions which may eventually subject him to Federal penalties and 


embarrassments 
| would be delighted to meet with you personally to discuss this further and I 
am asking all members of the Senate and the House of Representatives from our 
State to join with me and the entire building industry to ask that you please 
rescind the order restricting fees and charges on veterans loans 
Thank you for considering the above comments Looking forward to an early 
reply. 
Respectfully yours, 
MicHIGAN MortTGAGE Cort 
BENJAMIN LEVINSON, President 
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Mr. Ayres. We have also received a number of telegrams from 
interested parties in Texas. and since Colonel Teague comes from 
Texas, I will let him handle his Texas delegation 

I will first call now Mr. Spiegel 


STATEMENT OF EMANUEL M. SPIEGEL, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. SpreGe,t. My name is Emanuel M. Spiegel. I am an active 
home builder operating in the State of New Jersey ! make this 


statement to you as the president of the National Association of Home 
Builders, which, as you may know, is the trade association of the pri- 
vate home building industry. Our membership now exceeds 26,000, 
grouped in affiliated local associations in 210 communities. It has 
been estimated that our members build approximately 80 percent of 
all residential housing in urban areas of the country. 

| understand that this hearing is for the purpose of considering the 
effect on the GI mortgage market of the revision of May 18 to the 


fees and charges reculation of the Veterans’ Administration | ean 
sum up in one sentence the results of our survey of all of our affiliated 
local associations throughout the country on this subject. The 
revision of May 18 has completely driven from the market for GI 
loans that very sizable group of mortgage lenders which originate loans 
for sale to second: ry investors It has had an effect also on the mar- 


ket for FHA loans. We have the results of a telegraphic survey of 
our membership on which I base this statement and, a little later, Mr. 
R. G. Hughes, first vice president of this association, of Pampa, Tex., 
will give you a firsthand report on the situation in that part of the 
country 

As this committee knows, a very considerable amount of total 
residential mortgage lending originates through local mortgage com- 
panies which resell loans to investors. These are the lenders who are 


affected by the regulation. It does not affect direct lenders such as 
savines banks and savings and loan associations which do their own 
servicing locally. Lending institutions of this type, since they retain 


servicing, enjoy a natural one-half of 1 percent advantage over those 
lenders which supply money to mortgage companies. Any testimony 
with respect to lending by savings and loan associatipns or savings 
banks or their willingness to lend does not affect the situation as we 
see if With all due respect to direct lenders of this type, they cannot 
possibly carry the entire burden of mortgage le nding 

The revision of May 18 has further demoralized the market by 
completely eliminating warehousing arrangements which have long 
been an established part of mortgage lending and are necessary in 
many areas in order to obtain construction loans 

In a hearing last Monday before the Senate Banking and Currency 
Committee on S. 2103, Mr. T. B. King called the attention of that 
committee to the revision of the regulation of May 18 and conceded 
that it was an additional impediment to GI lending at a particularly 
unfortunate time but felt that the revision was necessitated by section 
504 of the Housing Act of 1950, as the Veterans’ Administration 
interprets that section 

We do not believe that the Congress, in enacting section 504, in- 
tended that any regulation issued under it would have the paralyzing 
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effect which has resulted from the revision of May LS We believe 
that Congress intended to eliminate excessive or exorbitant charges 
and not to fix by brill the price of the loan in the money market. 
The forces of supply and demand for mortgage money fix its prices in a 
free market exactly as the same forces fix the prices of lumber or brick 
or any other component of the cost of a house. If builders are not 
permitted access to mortgages selling at the going market price, then 
the only alternatives are: (1) To stop building for veterans; (2) for the 
Songrens to authorize FNMA to resume its purchases of GI loans in 
order again to support them artificially at par, or (3) to expand the 
direct ie ndhig program treme ndously. Enumera tion of these alter- 
natives suggests the only possible answer: The price of GI loans should 
be left to the market place and not fixed by sihhiddoldai ve edict. 

[ would like to call the attention of the committee to a report in 
this morning’s Washington Post, which I would like to read briefly. 
The title is ‘Still Rising.” 


Financial circles were left gaping at the interest cost involved in vesterday’s 


biggest financing venture Miami, Fla., offered $16 million of general sewer 
bonds and $11,100,000 of sewer revenue obligations at competitive | idding, but 
only 1 bid was received. Smith, Barney & Co., Blythe & Co., and Ira Heupt 
named a net interest charge of 4.32 percent on the tax-exempt bonds, bidding 
99 on coupons ranging from 4 to 5 percent Reoffering yields ranged from 3 to 
4.25 percent on 1957-93 maturities 


The reason I brought that out is because here is an indication of the 
free market operating on the sale of tax-exempt bonds which are 
netting a yield of 0.432 percent, and which are in competition with 
the mortgage market, which also has to go to these same sources for 
money. 

W have suggested to Mr. King that the regulation should be re- 
vised to apply “only to aie fees and charges made by the lender and 
expressly to recognize that a lender who passes on to the builder the 
proceeds of a resale of the loan to a secondary investor is in conformity 


with the regulation, provided that he makes full disclosure to the 
Veterans’ Administration of the price received by him for the loan and 
the name of the secondary lender to whom he has sold it. We feel 


that the disclosure provision will act as the protection against abuses, 
which in our opinion section 504 was intended to curb, and will pro- 
vide the VA with accurate data on the condition of the mortgage loan 
market. 

Mr. King has stated that he feels that he cannot withdraw or revise 
the regulation even though he conceded in his testimony it is having 
a depressing effect on GI lending. We suggest that this committee 
advise him of its interpretation of the intent of the act and that it was 
not intended that administrative regulation under section 504 should 
attempt to fix the market price of the loan but should be restricted to 
the elimination of excessive fees and charges. 

Legislative action, in our opinion, is not required for this. 

In previous testimony before this committee, Mr. King seemed to 
regard interest rates and discounts as two separate and alternate 
items. This, of course, completely overlooks the workings of the 
money market. A mortgage loan, just like a bond or any other fixed 
obligation, se ls in the mone y market for a price fixed by supply and 
demand for long-term credit. If the interest rate is the figure that 
the market at that time will accept as sufficient, the loan will sell at 
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par. The same security a few weeks or a few months later will sell 
above or below par. Interest rates can vary from day to day and it 
is the function of the fluctuations in discounts (or in premiums, if 
the market is favorable) to compensate for the short-term swings. 
When and if a long-term trend is established, the interest rate on a 
particular security must be either raised or lowered to conform to 
the market 

It is not possible to say—as Mr. King did before this committee a 
couple of months ago—that a discount plan is an alternate to an 
adjustment of the interest rate. Mortgages of all kinds, including of 
course GI loans, are part of the money market. When Government 
bonds decline, as they have in the last few months, GI loans cannot 
possibly be held at par or at any other fixed figure. 

If prices of Government bonds and other securities are left to move 
in a free market, it is impossible to fix the price of GI loans, as this 

rulation attempts in effect to do. Mortgage loans are subject to 
exactly comparable market meelaeats ys as affect all forms of long- 
term credit. 

I would like at this time for the committee to hear Mr. R. G. Hughes 
of Pampa, Tex., who will give you a first-hand statement of the effect 
of this regulation in Texas and Oklahoma. From the information 
which we have had from many parts of the country, the story which 
Mr. Hughes will tell you is typical of the situation in many areas, 


other than New York and New England which are served t ; large 
local lending institutions 

Mr. Tracur. Now, the bill from which section 504 came was the 
Housing Act of 1950? 

Mr. SPIEGEI That is nicht 

Mr. Treacur. And that came out of the Banking and Currency 
Committee. Was there not a report on the bill with an explanation of 
what they meant by this section? Are you familiar with that? 

Mr. Sprecex. I have not seen the report. Yesterday at the House 


sanking and Currency Committee session, Chairman Wolcott did 
make some remarks with respect to the intent of Congress at the time 
that it passed section 504 | think that it was clearly pointed out by 
the chairman it was not the intent to regulate the price at which the 
loan should be sold in the market 

Mr. Teacur. Mr. King has testified that some of these practices, 
and I suppose he meant discounts, were legal and some were not. Do 
you know whether any of those that are legal were passed on in this 
May 18 regulation? 

Mr. Sprecev. | think there is only one instance of a new interpre- 
tation on the regulations of May 18 involving a brokerage commission 
by a real-estate broker. There have been numerous interpretations 
aia: ike regulations prior to May 18. I think that everything has 
been eliminated prior to May 18 under the May 18 regulation. 

Mr. Tracuer. Could not those that were legal have been included 
in the May 18 eda? 

Mr. Sprece.. Everything has been abolished, including the ware- 
housing arrangement. We have suggested to Mr. King a revision 
of the May 18 regulation. I have a copy of that here. If you would 
like it for the record I would be happy to read it 

fr. Ayres. We can insert it in the record at this point. 
(The revision referred to is as follows:) 


ee 
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SUGGESTED REVISION oF VA FEES AND CHARGES SCHEDULE 


Change paragraph C to read: 

‘C. Any charge or fee which results directly or indirectly in the imposition 
upon or absorption by the builder or other seller, or the veteran, of any cost of 
obtaining mortgage financing in addition to or in excess of those amounts expressly 
authorized or allowed by this schedule is hereby expressly prohibited pursuant 
to the provisions of section 504 of the Housing Act of 1950, as amended, provided 
that an originating lender shall be in compliance with this schedule, if such lender 
disburses to the builder, or seller, or veteran the net proceeds of the sale of the 
mortgage by such lender to a permanent investor, less fees and charges permissible 
hereunder, nor does this schedule preclude reasonable and customary charges 
for bona fide real estate sales brokerag¢ VA Form shall, in addition to 
a statement of fees and charges collected by the lender from the builder, seller or 
veteran, include a statement certified by the originating lender of the mortgage 
amount disbursed and that such amount is not less than the net proceeds received 





by the originating lender from the sale of ich mortgage to the permanent investor 
named in such certification 
‘For purposes of this schedule, the proceeds of anv warehouse. repurchase o1 
tner imilar agreement for the temporary Gisposition ol the loan shall be con 
sidered a sale and shall be reported by the originating lender in its certification, 
the lender shall remain obligated t submit an amended certification at such 
time as the loan is finallv disnosed I toa per anent investor 
‘E. Nothing in this schedule shall be construed in any way to impair or affect 
the gurantee or insurance 
In addition to this revision of the schedule the builder’s certificatior 1ould be 
changed by inserting after the word ‘‘absort in the first sentence the ords 
‘directlv or indiree dé l ite the entire er d sente r 
} ] 1 | 
Vir. SPIEGEI ders a rt hn today what Is legai and 
illeg 
rn ( P 4] ie | sie yy 
Mr. Treacuer. One of th ntlemen before vou testified that the 
Ty ‘ | 4 a rt a1 4 - se 
FHA put out regulations that were in black and whit hat you could 
Pete 1d] 1 ‘ : ; } 
read them and you would know what to do and not to do. 
ry’ . ot ‘ 
Mr. Spreceu. That is right. 
\ ry ] ] 1 | e : , “ft 
Vir PEAGI [It seems to me the lenders and the builders and the 


Members of Congress ought to write thi ut ana spi it 1t out so that 


Lt ite sick Beet Se ; 
there would be no gray market and that the builders and the lenders 
i + +} eet ts 
would know what they were doing and being honest according to the 
law. Chere is no question about it Surety this thing 1s not that 
. mplicated Ta not . a thing ah j lL, ld r id le linge 
comptlicatec i ado not know anything about dullding and lending. 


[r. SpreceL. That is our vi ry suggestion, that it be done in that 
fashion. 

Mr. Tracue. I hope we can do it. 

Mr. Spreceu. | hope so, too. 

Mr. Bontn. Have you seen this pamphlet, A Statement of Princi- 
ples and Recommendations Concerning the Organization and Adminis- 
tration of the Federal Government’s Housing Agencies and Programs? 

Mr. SpieGce. | have. 

Mr. Bonin. Have you seen section 2, page 11? Do you think that 
would be of any help to this subcommittee and the Committee on 
Veterans’ Affairs? 

Mr. Sprecet. I think generally, Mr. Congressman, that has to do 
with the reorganization program that has been considered by other 
Members of Congress. I am not too familiar with this program, 
This is not our program. This is a recommendation of the Mort- 
gage Bankers Association. I am not familiar with the details. 

Mr. Bonin. You have not read it over? 

Mr. Sprecev. I have read it perfunctorily. I am not entirely 
familiar with it. 


) 
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Bonin. It seems as though it would give the FHA some credit 
oO having an established poiucy on this loaning program which 
apparently is much better than the present regulations in the system 
as used by the Veterans’ Administration. 
ir. SpreceL. That is pretty generally true. 

Bonin. You do believe this subcommittee in conjunction with 

the entire committee could spell out some form ol regulations whereby 


the building and lending nstitutions could conduct their business 


Mi SPIEGEI Wi do 
Mr. Teaacusr. I would like to ask a question. Do you get a great 
difference in interpretation by the legal authorities of the Veterans’ 


Administration and the legal authorities of the Federal Housing 
Administration? 

Mr. Sprecex. I think that Mr. Neel has put his finger on some- 
thing that has been very disturbing to us over the vears 

The fact is when you do go to the Commiussioner of the FHA you 


get a pretty quick decision. He has his own counsel, and those 
decisions are made very readily, whereas at the Veterans’ Administra- 
tion it does not operate, as Mr. Neel has pointed out. Mr. King is 
not on the same level as the other deputies of the Veterans’ Admin- 
istration. To my knowledge, he does not have his own legal staff. 


All the decisions come out of the Solicitor’s Office in that agency. 
They are concerned with various problems presented to the Veterans’ 
Admiunistration. 

Mr. Ayres. The point that you mentioned before, Mr. Spiegel, 
regarding the cost of constructing homes, is there a big variation in 
the cost of completing a home to the project builder: as we used the 
example before, who is building 100, as compared to the man who 
builds 5? 

Mr. SpreGeEL. Sometimes there is, depending upon the efficiency, 
the buying power, and those things They are all factors in the 
ultimate cost of a house 

Mr. Ayres. As was pointed out by the other gentleman, the bulk of 
this discount has gone on in that group which can do it, which is the 


big project builder 


Mii SPIEGEI | have to disagree with that. I think those dis- 
counts are available to the small builder as well as to the large. Those 
things are not handled | the builders: thev are handled through 


mortgage lenders, and that is the way those things are negotiated. 
Mr. Ayres. The man who can build the same house to the same 
plans and specifications, that is, at a cheaper price, has more marein 
to pla with when it comes to discounting the paper 
Mr. Sprece.. He may have. I know of many large builders whose 
overhead is so much greater that they have to absorb that as well. 
Some small builders operate far more efficiently than large builders. 
Mr. Ayres. We are very much aware, as you know, that the present 
situation is serious, but as Mr. Teague has been constantly asking, 
and as you have stated in your statement, it might be advisable 
for vou to bring on the witnesses who are experiencing the difficulty 
firsthand. Mavbe thev have a plan to offer. 
Mr. Sprece.. I would like to present Mr. Hughes, our first vice 
president, who comes from Texas, and who is familiar with the 
problem in that section of the country. 
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STATEMENT OF R. G. HUGHES, FIRST VICE PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. Huaues. I recently visited and personally inspected conditions 
in various cities, in most of the cities and towns of Oklahoma and 
Texas and New Mexico, in the last 2 or 3 weeks. Acting in my capac- 
itv as first vice president of the National Association of Home Builders 
and chairman of its legislative committee, I have by telephone, wire, 
and correspondence contacted builders in practically every section 
of the Nation. 

Last week I attended a regional meeting in Amarillo, Tex., of approx- 
imately 300 builders in the 3 States mentioned above—Texas, Okla- 
homa, and New Mexico. At this time I would like to tell you about 
the way we have been handling our financing and the problem we are 
now encountering. 

A major portion of the building in the Southwest during the past 
12 months has been financed through some variation of what we 
call ‘“‘warehousing.’”” Warehousing has kept us building. The large 
builder and the small builder alike. The mortgages in the Southwest 
do not sell for the same price as mortgages in New York and New 
England; in fact, mortgages in the Panhandle of Texas where | oper- 
ate—and it is a rapidly growing and relatively new industrial area 
sell for about a point less than mortgages in Houston, Dallas, Fort 
Worth, and San Antonio, and those mortgages in San Antonio and 
Dallas and Fort Worth sell about 2 or 2% points less than they do in 
New York. Most builders in the Southwest borrow construction 
money directly from commercial banks at 5 percent simple interest 
condition upon a takeout, or a firm commitment from a separate 
lending institution to buv the permanent mortgage. 

Warehousing agreements have been provided us with that “‘take- 
out”’ in order for us to get construction money. This is in contrast 
to the generally accepted procedure in the North, where one mort- 
gagee furnishes both the construction money and finally purchases 
the mortgage. Warehousing agreements allow us to borrow from 
banks by pledging our final mortgages as security. We then have 
a stipulated period of 6 to 9 or 12 months to go out into the market 
and sell the mortgages at the very highest prices obtainable. By 
selling to individuals, small banks, large and small insurance com- 
panies in whatever amounts we can get them to buy, we have been 
able to sell the loans at a much better price than if we had been forced 
to sell on an advance commitment basis 

The fees and charges order issued May 18 specifically prohibits 
the use of all forms of warehousing agreements; therefore, practically 
all building in our area will be shut down as soon as we finish the hous- 
ing on which warehousing financing was arranged prior to May 18. 

There have been no new programs financed. I have here the evi- 
dence to show that is correct by telegram, and I have Mr. O’ Donnell 
here from Houston, who will testify for Houston specifically. 

\ few building and loan companies in our area have announced 
that they are coming back into the market, but on a very limited 
basis. In most cases, it has been 20 percent down with 20 years to 
pay, and most of the building and loan companies up in the Pan- 
handle of Texas say they would much rather loan on a conventional 
basis and they are charging 5% to 6 percent interest. About 60 
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percent of the builders in this recent meeting in Amarillo said they 
would be shut down by August 1 unless the fees and charges order 
is rescinded, or they find some new untapped source of mortgage 
money 

I will be personally forced to lay off about 150 men, most of whom 
have been working for me over 10 years, by September 1, if I cannot 
legally use warehousing, or find some other method of financing my 
program. At this particular time I would like for Miles Strickland 
to tell vou firsthand about things going on in Houston. 

Mr. Ayres. Before Mr. Strickland takes the stand, what has been 
the average percentage of discount in your area? 

Mr. Hucnes. I can speak for myself. By having the loans up for 
security and not being forced to sell them immediately, I have been 
able to shop around and sell around and use whatever sales ability 
and ingenu ty I have, and thus far I have been very fortunate The 
biggest discount that I have taken has been | pomtl However, I 
will say that I have a good bit on hand right now that I doubt I can 
sell that well; in fact, | know that I cannot. 


The point that I am ti ving to make is, by keg ping them on hand 


] ‘ | ‘ ] ‘ > | ; ’ : 
and no having to sell them on sho: notice or immediately, and 
having 6 or 8 months u whit h LO sé I] them, we cal mal e better ade als 
thar f we had to go into the market 1mm diately 


Mr. Ayres. Thank you, 
STATEMENT OF MILES STRICKLAND, HOUSTON, TEX. 


Mr. SvRICKLAND. We are now building, or were building, $1 million 


th of GI houses consisting of 96 brick homes. We started and 
have al it completed and sold 25 percent ol them, some 27 or 28 
houses We do not have a market at all for the pape r under any con- 
ditions We are now delivering the houses, and we are unable to sell 
the paper for any price. We cannot because of the regulations. It 
puts us in this position that now we are and will be in the next ZOre 


l 


weeks the owners of approximate ly $250,000 worth of Gl paper Quar- 
anteed DD) the Government of the United States, and we cannot borrow 
from the banks enough money to come to Washington and tell you 
men about it. That situation also exists with builders whom we have 
financed out of our lumberyards They are all closing down. Our 
operations now consist of probably 15 men. We have been closing 
down for 4 weeks. We are in a position where we have not borrowed 
against these properties, and we will just have to keep the paper until 
we can do so. 

The reason we operate like that is, as Mr. Hughes has said, if you 
can shop around with your mortgages you can always get a better 
price. Today, A company might buy them, but B company might 
buy them in 60 days at a better price. The building in Houston 
and I have flown over it in the last 5 or 6 days, for that is the way we 
look at it is only being done by the people who have had prior firm 
commitments to sell this paper 

Mr. Ayres. If the regulation of May 18 of the Veterans’ Adminis- 
tration should be rescinded, then you would be able to sell your paper; 
is that correct? 

Mr. Srricktanp. Then we will be able to sell the paper on the 
market at such price as we in our opinion deem that we can dispose of, 
or make money, or lose money on it. 
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Mr. Ayres. What is the average discount you had to take? 

Mr. SrricKLanD. | paid a point and a half. I think that is the 
most I have paid. 

Mr. Teaaur. Mr. Strickland, would you be for recommending 
that this May 18 order be rescinded and permit the discount to 
continue? 

Mr. SrricKLanp. Yes, sil 

Mr. Treaaue. If you were in Mr. King’s place and the builders 
would begin to ‘advocate discounts, would that indicate to vou that 
maybe the appraisal system was too loose, too lax, and not tight 
enough? 

Mr. SrrickLtanp. I do not think you will find anywhere in our 
area anybody taking any substantial discounts, because the appraisal 
system there is rather consistent. If would be impossible to take any 
6 or 7 or 8 points on it, because you would lose money. 

Mr. Teacue. Do you believe this group can draw up rules and 
regulations on fees and charges that we can agree on and everybody 
understand them without the existence of a gray market, black 
market, or any other kind of offcolor market? 

Mr. Srrickianp. I do. 

Mr. Tracue. I surely hope you people will help us, because we want 
to do it. 

Mr. Ayres. Have you anyone else? 

Mr. Huaues. I would like to put into the record some telegrams, 
if it would be all right just to put them in the record without reading 
them. 

Mr. Ayres. Yes. 

(The telegrams above referred to are as follows:) 

ALBUQUERQUE, New Mex., June 13, 1953 
K. M. SpieGE., 
President, National Association of Home Building: 


There are 10 percent less VA, FHA, and conventional houses under construc- 
tion June 1953 than June 1952. There are very few unsold completed homes. 
Most builders have some coverage with prior commitments but do not have 
enough coverage to continue construction through the summer under present 


conditions. Anticipate 30-percent reduction in labor force within 30 days and 
80 percent reduction in 60 days. Money market at complete standstill. Situa- 
tion continuing to grow Rose in April 1953. There were 28,000 construction 


workers employed in New Mexico There were 30,000 construction workers em- 
ployed in April 1952 in New Mexico. Nine out of ten builders plan only to finish 
houses under construction and then will be forced to stop The first 2 weeks of 
June the Edward H. Snow project laid off 90 construction workers due to the 


uncertainty financing of their future projects. The American Builders plan to 


lay off 35 men during the first 2 weeks of June. The F. & 8. Construction is 
planning to dis scontinue its ope rations in Albi iquerque and New Mexico e ntirely 
during the next 6 weeks Mr. Dele Rellamah plans to lay off approximately 40 
construction workers during the next 5 wenles These are afe w examples collected 


in & hurry to show you the impact New Mexico housing is suffering from financing 
uncertainties. The Southwestern States have been virtually stopped due to the 
financial situation and there is no foreseeable change. This condition applies to 
Arizona, Nevada, New Mexico, ete 
Epwarp H. Snow 
Secretary, Albuquerque Home Buildings Association. 


> 


Tusa, OKLA., June 10, 1958. 
Joun M. DicKERMAN, 
National Association of Home Builders, Washington, D. ¢ 


te Dick Hughes request: Number of houses under construction June 1, 1952: 
400 VA, 600 FHA, 200 conventional Houses under construction June 1, 1953: 
250 VA, 300 FHA, 200 conventional. Number employed housing construction 
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Ju 1952, was 6,000 N ber emploved same date tl vear, 3.750, with 


reauct hnguring at 2,250 N eY expected to be laid off bv July 1, 1953, 
if resel Viav 18 VA regulatio1 eril fees and charges’”’ not revised or re- 
led 2? 813 H ( etic Tulsa grindi to virtual standstill, 
. TF ners ; , | 
Ep I Ru OF 
President. Tulsa Home Builders Association. 
' 
DALLAS, TEx., June 13, 1953. ; 
| ‘ Ne) ; 
' 
0 issocia of Home ! 
i] dD. ¢ 
Greater Dallas under construct pul 1952, 1,395 single-family units 959 
being residences Week June 6, 1953, under construction 2,002 single-family 
ts, 1,600 being residence Be estimates formed results builders survey indi- 
ine 1952 under constructio 650 VA; 265 FHA; 44 conventional June 
679 VA; 725 FHA; 205 conventional Unable find any builder who been 
able bta VA firm com subseque \Ia 18, though several report 
f uined the prior at te lay under customary discount practice. 
\ t 1,600 units scheduled completion within next 30 days. Homes construc- 
employment Ju 1952, 16.870: June 1953, 17.85] President Brown of 
DHBA « nates o asis surve if builders homes construction workers be 
ed 5 000 July 000. A { ind total of 7,000, by September 1, 1953, 
é VA direct € s e re ed 
sible for above statistics to indicate har to Dallas County Building 
der directive Extent o ul and damage can be reflected now only in 
anned project period 30 to 120 days following May 18 which 
Ww ¢ ier dropped ent r frozen hoping for developments favorable. Only 
‘ ving VA on which work now proceeding those with loan commit- 
or May 18. Examples: Cntex Construction Co. has dropped or frozen 
pre 27 at Sa Antonio, 612 units at Dallas which were in ad- 
planning fe idsu er 1952 starts Another major VA builder, Ver 
« mes Sm i as 225 VA under constructio commitments having 
beer ide May 7, but se ’D bility anv new starting after that Lingo 
& Bailey, another major VA factor, shutting down operations with project cur- 
near completion, pla no operations inless or until funds available. 
Le orn Construction Co. has started planning of its operations to exclude 
anticipation VA Builders here been advised by finance industry will be no 
chance to place anything this area at par Harold Weill, large VA builder, 


advised won’t attempt any more VA 


iiomeE Buri~pers AssociaTION oF Dauuas, INc. 


Mr. Sprecev. I will say the system is very general all throughout 
that part of the country 

Mr. Ayres. As I said before, you have called to our attention 
through telegrams and individual letters and testimony here today 
that there is no doubt that there is a serious problem confronting us, 
but just to say there is a problem, as Colonel Teague said, and not 
do anything about it does not help you and does not help the veteran. 

\s I stated previously, the primary purpose of this committee is 
to assist the veterans to get housing, and if you have any suggestions 
of ways of permitting them to do so, we will be very glad. 

Mr. Sprece,. We would like very much to have an opportunity 
of discussing with you and the other members of the committee our 
suggestion for a revision of the May 18 regulation. 

Mr. Tracur. May I suggest that Mr. King said in his testimony 
that a lot of these things are local, and you tell us they are local. 
Then we want you to tell us what the local people want that would 
solve the thing put in this regulation 

Mr. Sprecer. There have been an awful lot we will be able to 
suggest to you tomorrow, | am sure. 





- arerapene” 
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Mr. Ayres. Will you be here tomorrow? 

Mr. Spreceu. Yes; I can be here. I will make it my business to be 
here. ; 

Mr. Ayres. I think it might be advisable. 

Mr. Spice. If | can be of any assistance, I will be only too happy 
Lo do it. 

Mr. Ayres. I think it will be well, since Mr. King will be testifying. 
Mr. Tracur. Mr. Spiegel, of course, you know this bill came out 
of another committee 

Mr. Sprece.. That is correct. 

Mr. Twacur. And you know that trying to change the law is going 
to be difficult. 

Mr. Spincen. I suggest it is not necessary to take any legislative 
action to correct it. We think Mr. King can do it with the suggestions 
we have here. 

Mr. Bontn. Do you mean we can do it under section 504? 

Mr. Sprsce.. Yes; within the provisions of section 504. We have 
a suggested revision here. 

Mr. Bonin. You do not believe 504 should be eliminated? 

Mr. Sprecet. No; we are not suggesting that 504 be eliminated. 

Mr. Tracur. What do you think about taking the limit off of 
interest rates? 

\ir. SpreGet. We do not support that. We think for the long pull 
that the interest rate can be adjusted by this matter of the Vie ld or 
discount —the discount factor. We think that is the only way to 
do it. Obviously, when the interest was raised from 4 to 4.5, it was 
hoped it would not be necessary to have a discount, but these other 
factors of the money market have caused the need for continuing some 
discount operations which will attract money in the mortgage-lending 
field. 

Mr. Teacure. Then you people would like Mr. Durban to have the 
authority to arrange to limit the fees and charges? 

Mr. SpreGe.. Yes; we support that. 

Mr. Ayres. Now, we not only have people from Texas, but there 
is a gentleman here from Florida who wishes to be heard as an indi- 
vidual builder. 

State your full name and your business affiliation. 


STATEMENT OF MORTON B. TURBOW, PRESIDENT, ALLIED HOMES, 
INC., JACKSONVILLE, FLA. 


Mr. Tursow. I am Morton B. Turbow, president of Allied Homes, 


Inc., of Jacksonville, Fla. 

[ have been a lender and everything else you have been talking 
about today. 

Mr. Ayres. And a speculator? 

Mr. Tursow. A speculator, a promoter, and everything. 

[I am here not representing any association or organization; | am 


here at my own expense, because I have been very successful in doing 
some of the things this committee is trying to have done. 

I have been very successful, gentlemen, in providing GI loans in 
small communities in the State of Florida, in the same type of com- 
munities where you do not have loans in Texas and do not have loans 
in Oklahoma—in towns of 4,000 or 5,000 population in the rural areas 
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of Florida [ have been successful for only one reason, that I have 
been a speculator and promoter, and I have dealt in losses. I do not 
use the word “‘discounts.”” I have taken mortgages and sold those 
mortgages at the best possible price I have been able to get for them, 
and I have made a profit on them. I have not passed any of the loss 
to the veteran I have sold homes at a price that was set forth in the 
certificate of reasonable value, in addition to which 

Mr. Ayres. What has been the average loss you have taken? 

Mr. Tursow. The average loss over a period of the last vear and 
a half selling mortgages, as the man from Texas says, is about 3.5 
percent I have sold loans as low as 95 ry! market today at 4.5 
is much stronger. Iam very pleased with the 4.5 percent market. 

Mr. Ayres. If you had not had to take th: at cae would you have 
reduced the price of the house to the veteran? 

Mr. Tursnow. No; 1 would not have reduced the price of the house 
to the veteran, because I made the veteran a loan at par. If I had 
not had to take that loss, I never would have been able to make the 
loan to the veteran. 

l am going to talk about yvield—something that everybody has 
missed today. I have not come with a prepared statement. I do 
not come as an attorney, but I come to talk straight from the shoulder 
and just to state facts. I will talk about yield. 

Mr. Tracur. May I ask one question? If you do not think it is 

fair question, do not answer it. 

Is it fair to ask generally what profit you plan to make on housing? 

Mr. Tursow. Yes, sir. 1 will tell you. My books are open. I] 
netted 11 percent on a job, the last job I have figures on. 

Mr. Tracur. Generally, what size job? 

Mr. Tursow. Seventeen houses. I netted 11 percent on the job 
after I took my discount, before officers’ salaries, and that was the 
profit of the builder, mortgagee, and supplier. 

Mr. Tracuer. That is a result of the CRV’s that were issued? 

Mr. Tursow. That is right. In other words, that is going back to 
some things Mr. Ayres me sntioned about efficient buile ling. I think 
I have a very efficient operation. 

Mr. Tracur. Do you have any trouble with CRV’s. Do they 
generally agree with what you are thinking about? 

Mr. Tursow. Yes, sir. I was talking with some gentleman in 
the room here. I believe the east Florida office is very, very well 
organized and very accurate. I think they are very fair; that the 
office as a whole is very consistent; that it is consistent to the point 
thi ” we can design houses and price them and know pretty well what 
our CRV’s will be on those houses. 

Now I am going to talk about yield. I wrote Congressman 
Matthews, the Congressman from the area in which I work, prior to 
the time of the interest increase, and my thinking was, of course, that 
the increase as such, if it were made 6 percent, would not affect our 
particular location in F a a, in Texas, or Oklahoma—in other words, 
the outlying areas. The 4.5 quails rate is an effective rate. It is 
effective, I found, in some portions of Massachusetts. 

In one particular town, if the veteran wants a loan, he just makes 
out a case, and the bankers in the town will take him to lunch and 
fight for his loan. In that same town one of my insurance companies 
that makes loans to me is situated, and they, in turn, have to get out 
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of that area to make loans. They cannot compete in their own town, 
for this reason, that if the building and loan association, let 1s say, 
would make a GI loan at par to the veteran and retain the servicing, 
they would have a yield of 4.64 percent on a 10-year amortization. 
That is a very adequate yield with a 3 percent dividend, as_ they 
call it. That is a point and a half spread. They talk about 1.5 or 
2 percent on the interest they pay and the yield they like to have. 

But going back to the insurance company, to get that same vield 
out of 4.5 means they have to buy loans at 95.5, and the market is 
nowhere near that today, and going back to the old 4 percent rate, at 
92, which I never got down that far. 

So the loan rate is effective. If in our area we had large savings 
and loan associations with these big accumulations of money that 
they have in the East particularly, we would have no GI mortgage 
problem, because I think the 4.64 rate is an effective rate. But 
unfortunately in the little town of Lake City where I recently made 
$350,000 worth of mortgages, I do not believe the savings and loan 
in that town could make $350,000 worth of loans. So it is necessary 
in these outlying areas to accept a lesser rate for these loans. And 
I as a builder am sitting here and condoning the discount on loans—] 
call it “‘loss’—because I can remember when we were paid a premium 
for our mortgages and we did not sell houses any cheaper to veterans 
and put the money in our pocket and smiled. 

lt is a matter of supply and demand, with the farther you get away 
from your money market the more your money is going to cost, the 
more it is going to cost that banker to come down and look at those 
properties. He is going to be away from his office; instead of the 
2 hours he would be away going to Long Island, he will be away 2 days, 
and the thing increases. 

So we in the outlying areas in Texas, in Oklahoma, in Florida, in 
California have the same problem. We have to be aware of the fact 
that money costs us more. The local banks ask 8 percent. That is 
the going rate on these smal! farm loans. It is something we have to 
be cognizant of. 

Now, | as a builder, let us say, would prefer just to build houses, 
to have mortgage brokers make the loans for me, but unfortur ately 
I find my take-home dollar—when I say “take-home dollar,’ that is 
the actual dollars 1 have left after everything is done—my take-home 
dollar is the same if I discount a loan to a secondary lender at 97.5 
percent as it would be if I would get a par commitment from a mort- 
gage broker in Jacksonville. I do not pretend or do not want to say 
this puts the mortgage brokers out of business, but I say in my personal 
case I am better off. The brokers would normally charge 1 percent 
or 1.5 percent to broker that loan, handle it for the builder, which, 
under the fees and charges, is legal and is the rate, and it costs them 
that much in order to make any money on making that loan, and they 
earn | percent from the veteran. 

The reason I say we have to continue to allow this is, as I said here, 
I have been successful; my veterans are happy; my homeowners are 
happy. We would not exceed our specifications except for two reasons. 
One reason is that sales are not so easy to make any more; the veteran 
is not buying every house that is put up just for the chance to get into 
it. You have to sell the house to him. You can take all of the houses 
you have and stick an extra $1,000 on them, raise the CRB $1,000 

85186—53—6 
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and put the house on the ms cet. a id vou won't sell it. You have to 


o back to the basic reason {hat is itis a buyer’s market today; it isa 
ete! S market today Lnd we exceed oul S] ecifications by putting 

re things into the house in order to sell the house. And in order to 
show how our specifications come out, every time we finish a hous« and 


iv to sell, we exceed the specifications to make that house more 


abl 

\ir. Ayres. Do you contemplate expanding your operations? 

Mr. Tursow. Yes; | do contemplate expanding my operations. 
Let me tell you how [ say | was successful, and let me tell you how 
I | pened to | uccesstiul Vir. David, the loan guarantee officer 

Jacksonville, and I were talking one day when he got a phone call 
rom some lj tle tow) hernand a, Fla. and he said “One oi these 
aays | want you ogo up tiere and bi ild some hon ses,” it Was a 
ood mill town. The economy was good, but there were no loans in 

( ( I could { adai adel | thought about it, and peng 
1 promoter and speculator, | went i the town. I had my plans 
worked out and my subdivision worked out, and I sold my houses 

id promised the veterans nothing but an opportunity. I took their 
uppliecations; I took those applications into the market and _ said 

These a the homes I want to build What can I sell these mort- 
gages for?’ | knew in my heart | was vroing to have to sell at less 
than par, because | had to encourage the investor to go into that 
trea, had to @iy him somethi Y extra One man who testified today 
said if he could he would not make loais in that area at any price. 
But | vet loans made in what you consider dire t-loan areas. You 
have to consider the fact that the investor has to have an additional 
incentive to go | } th re, pri arily pecaust | the additional cost. I 
marketed that package of loans, and that was the start a year ago in 


) 

April. That was particularly a very successful program. Since that 
time we put 33 houses in the town of Fernandina. We finished 24 
houses in Lake City, 17 more are sold, ready to start, and 24 houses 
in the town of Starke, ready to start, on the very same basis. 

Mr. Ayres. You are to be congratulated on your operation, and 
i am quite certam your pel onal experiences would prove quite 
; ' ; : oa "i 
vour getting into the building field. But 


to 
the thing we are prit arily interested in is your specific recommenda- 


{ 


interesting even prior 


tion as an individual builde 


Mr. Tursnow. That is mv recommendation, that the rate, to be 


an effective rate, has to be able to fiuectuate. In other words, | do 
not mean to say to take the ceiling off the rate Leave the 4.5 percent 
but allow the market to seek its level In other words, if the builders 
in ‘Texas have to sell loans at 93 percent, if they sell a loan at 93 
percent and take a loss, they won’t build a bunch of houses, but let 


the rate fluctuate. I appreciate Mr. King’s reasoning in bringing 


this thing to a head. I probably called him and Mr. Durlan as 
much as anybody in the country 

Mr. Ayres. What did vou call them? |Laughter.] 

Mr. Tureow. I, bv rey 
tinuously worried about t 
r. Ayres. I might sav the gentleman from Florida talked to us 
inst spring, and he has not changed his position. 


Mr. Tursow. And it still works 


utation, was one of those who were con- 


) 
; ; 
{nese practices 


iene = 
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Mr. Teague. Then you generally agree with Mr. Rouse’s third 
recommendation, that we work on the basis of fees and charges? 

Mr. Tursow. That is right 

Mr. Teacur. Would you have any limit on those? 

Mr Th RBOW No, Sir 

Mr. Tracus. What would you do if you found the charges were 
any where from 12 to 15 percent discount? 

ir. TursBow. | would examine the builder’s head 

Mr. Tracur. We cannot legislate onlv on honest, sincere builders; 
we bave to look at the other group. Just in the last few months 17 
went to prison in California; lenders, builders, and all got the same 
brushoff, and each one went to jail. And on our side, we have to deal 
with that, too 

Mr. Tursow. That is one of the things I think has broken the mar- 
ket more than anything else—our lack of integrity in the Gl loan. In 
other words, we are proud of our houses. My Congressmen are proud 
of the houses we put up in their areas, and my loan guarantee offices 
are proud of the houses we put up. 

Mr. Teacur. Are vou a member of the National Home Builders 
Association ? 

Mr. Turspow. Yes 

Mr. Tgacus. Do you think they have done everything they could 
to clean t 


Mr. Turrnow. I think this: Since I have been a member, I have 


; ») 
his thi uo 


learned an awful lot. They have eliminated for me a lot of what used 
to be minor complaints in teaching me how to handle those things 
Mr. Traeut | meant to mention that to Mr. Spiegel this after- 
noon, and I] will do it tomorrow What investigation is being 
conduc ted on tx using at the present time? After all, | am convinced 
all home builders do not do it. but some few of them sell housing 


that is net as good as they advertised I had one investigation, and | 
asked a local organization for help and got very little. For example, a 
man down here working on housing said a lot of money was being 
made. He goes out and builds a batch of houses and joins the home 
builders, puts up a model house, and the rest of houses differ from 
the model house as black differs from blue. As an example, the 
flagstone walks around the model house were built with flagstone 
about the size of a foot square, but when they got to building the 
they were about the size of your hand 

Mr. Tursnow. Do I say that should be directed at the home 
builders? No. I think that should more properly be directed at 


houses. 


{ 


some individual, not primarily at his organization. I feel the adequate 
way to do is definitely to police the houses that Mr. King makes loans 
on. 

Mr. Teacur. Let us not put it all on Mr. King; let us put some 
thing on the home builders 

Mr. Tursnow. We have to start somewhere with integrity 

Mr. Teague. That is true, but you start with the guy building the 
housing and then go up to Mr. King; do not start with Mr. King and 
come down. 

Mr. Ayres. Where is the lack of integrity? 

Mr. Tursow. In the whole program. The lack of integrity has 
broken down primarily because of the few builders Mr. Teague is 
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talking about who were in the market when vou had your par market, 
when you had your easy mortgage money, when you had the type of 
home builder where all you had to do was to go down to the bank 
and borrow enough money to build a house and you were a home 
builder That is when you found the shoddy houses. 

Mr. Teacusr. To protect against this small group that always mess 
up everybody, mess up businessmen, home builders, and everything 
else, should not there be some limit on those fees and charges? 

Mr. Tursow. | sav no, for this reason Someone _ testified 
earlier if you say there is a 3-percent limit on fees, 3 percent is im- 
mediately going to be the price in the trade. 

Mr. Teacup. I realize that 

Mr. Tursow. I sincerely feel—and I have found it to be true 
after the May 5 interest increase I made a trip through the East, and 
[ found plenty of money available at the price I was willing to sell 
mortgage at. 

Mr. Teacur. That is a different story from what we get from other 
people 

Mr. Turnow. It was not par, but my thinking is a lot different 
from that of a lot of builders. I mean I take my investors and take 
them in as partners. If I am starting in business and I do not have 
any money, I have to go to investors to put money into my business, 
to make my business go, and I include those investors as partners. 

Mr. Teacue. By that, you mean you pay them part of your profits? 

Mr. Tursow. Right—for this reason, to give them the extra 
incentive. I have to talk people into my market; I have to convince 
them that just because we are in Florida and 30 miles from Jackson- 
ville, these are good loans and that the veterans are good risks. And 
if my thinking were expanded and more builders would get wise, they 
would find the market excellent 

Mr. Teague. You cannot possibly pay a part of your profit, 
since your profit is not enough that you can share it. 

Mr. Tursow. That is not true, because if your sales are off, you 
are willing to work on a smaller margin of profit. I just got through 
saying that GI financing is excellent. You have no sales problem, 
particularly in areas where there have been no houses built. And the 
builders, in order to keep in business, should be willing to take some 
loss. We took the profits, and they were paying us premiums, and 
we should be willing to take a loss when it requires a loss, if there is 
still profit left in the house 

| think in all sincerity that 4.5 percent is an eftective rate. I think 
in the bigger communities where your savings and loan associations 
and the commercial banks and insurance companies are servicing 
those loans or have those loans, we could still bring out a lot of money. 

Again I say that in Texas, Oklahoma, Florida, and California we 
are going to have to expect to pay more money. But the thing we 
have to do is to put integrity back. Let the veteran say “I bought 
this house; this is what I paid for,’’ and let the Veterans’ Administra- 
tion say ““This we consider is a fair appraisal, and the builder said he 
would build the house according to these specifications,’ and if it is 
necessary for me to take a 2-percent loss to sell my mortgage, I should 
be entitled to do that. 

Mr. Tracur. But what guaranty do you give the veteran who buys 
the home? 
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Mr. Tursow. I give the veteran the regular National Association 
of Home Builders’ guaranty. 


Mr. Teacur. Do you think every legitimate builder should be 
willing to do that? 

Mr. Turpow. I find a lot less complaining now. I do this. 1 
wait until after they have been in their homes for about 30 days and 
then send them a letter. I call it a “happy homeowner letter.” | 
write them a letter that by now they should appreciate the value of 
the home they bought and if there are minor discrepancies they have 
found in the house, please will they not in writing at the bottom of 
this letter say what they are. I have them put it in writing. I have 
worked out reports, | know that the work gets done, I find very few 
complaints afterward. This letter is one of the tricks I learned from 
being a member of the home builders 

Mr. Ayres. I think you have made your position clear 

If there are no other witnesses, we will recess until 9:30 o’clock 

tomorrow morning 
Mr. Bonin. I wish to compliment this witness 
, Mr. Ayres. I do, too. I think he has done a fine job 
(The following was presented for the record 


STATEMENT OF Morton B. Tursow 








Gentlemen, today I have appeared befor ‘ ee and offers ‘ ! 

1 lg s a tO some constructive y W ( i K § } ‘ ( l 
rder to insure an ade ite supply of mortgage edi the home buildir eld 
nd especia as re ur the home bD lil t terans are concerned 
Lhis co e ha ( rener s i ‘ 1 that | t 
r ) ns to the I i a LKIt i ypor 
tunity to present to this cOmmiuttee my reco re i Ss, whi 4 is TOLLO 

1) The answer is simplk Integrity he entire progra be rebort 
[The Certificate of Reasonable Value as i ue e Vetera \dmini rat l 
must be considered as prima facie evidence ol wort! ‘ 1 

2) The veteran should sign a notarized itement ( that 

He has not paid or will not pay, al ree and « ur exect ol ( 
allowed (and these should be li 1 

b) He has not agreed, or will not agree, to pay any other fee or charge 

3) The mortgage discount loss that is necessary to obtain mortgage eredit in 
some areas should be borne by the builder as a loss in the net transactio1 Inves 
tors in the secondary market should be made to feel that they can buy insured GI 
loans without being a party to any malpractice. Their confidence should be 
restored in the validity of the guaranty, and I sincerely believe that with the 


present 414 percent rate and the above allowed area adjustment, money will flow 
to the GI market without any restraint 


Thank you for this opportunity to be able to testify before your committee 


(The subcommittee thereupon adjourned until tomorrow, Friday, 
June 19, 1953, at 9:30 a. m.) 
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FEES AND CHARGES SCHEDULE GOVERNING 
GUARANTEED HOUSING LOANS 


FRIDAY, JUNE 19, 1953 


House or REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
VW ash ington, dD > 

The committee met, pursuant to recess, at 9 55 a. m., in room 356, 
Old House Office Building, Hon. William H. Ayres presiding. 

Mr. Ayres. The committee will come to order. The jirst witness 
we will have this morning is Mr. T. B. King of the Veterans’ Adminis- 
tration, but first Mr. Teague wishes to make a statement 

Mr. Teague. In order to clarify a statement which I made yester- 
day concerning action or lack of action on the part of the National 
Association of Home Builders with regards to carrying on a progarm 
among their membership to eliminate and correct shoddy construction, 
let me make it clear that I realize that the National Association 
of Home Builders does have a national program which is gaining 
momentum and that my remarks are not for application throughout 
the United States. As a matter of fact, I am aware that the Associ- 
ation of Home Builders in New Jersey has been quite vigorous in 
seeking correction of poor construction and I am aware that the home 
builders of Cleveland and Erie, N. Y. have exercised a very vigorous 
program. I cannot speak from personal knowlegde for many of the 
other cities of the United States. I had reference in my statement 
to what I consider to be a failure on the part of home builders in 
the Metropolitan Area of Washington, D. C. and San Diego, Calif., 
where very serious failures on the part of certain builders occurred 
and where, to my knowledge, there was no effective or aggressive 
action taken by the Association of Home Builders to remedy the situa- 
tion. I believe that the National Association of Home Builders is 
serving its highest purpose when it carries forward vigorously a pro- 
gram to eliminate shoddy building for the protection of the public 
generally, and they are to be commended on their efforts to advance 
a voluntary warranty proposal throughout their industr [ am 
aware of the limitations which confront such an association and realize 
that they have a very difficult problem in policing a nonmember or 
a fly-by-night builder. I am appending to the record certain letters 
and directives of the National Association of Home Builders which 
vive an indication of the policy and program followed by that organi- 
zation. 

(The letters referred to are as follows:) 
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NATIONAL ASSOCIATION OF HomME BUILDERs, 
Washington, D. C., November 16, 1951. 


DEAR This is an urgent personal appeal to you to assist me in a very 
important matter. I refer to the establishment in each association of a small 
effective functioning committee on customers’ grievances. I believe you per- 
sonally should handle this. It may be that you have already taken necessary 


steps and, if so, please accept this as a letter of thanks and commendation. 
In the ordinary transaction involving the sale of a newly constructed house 
customers’ complaints are routine, and most builders have developed a pro- 


















cedure to make the minor adjustments that are always necessary Because of 

e development during the last f vears of large subdivisions, particularly 
vhere ins are inv ed omp ts in a number of communities have been 
brought to the attent of members of Congress and of the FHA and VA 

addit to the servicing of complaints which builders customarily perform 
as ind jual businessmen, it is our responsibility as an industry to take special 
care to see that these matters are promptly adjusted. The increasing attention 
( is a gove ‘ i »blem is merely an additional stimulant for 

: get this job quickly and properly done. 

Bot r. B. King, Chief of the Home Loan Guaranty Service, VA, and FHA 
Commissioner Frank Richar have informed us that they are instructing their 
field offices to bring to vy r atte tion spe fic fac ij \ ‘ompilall ts in your 
1 } ure t being iti ictoril 1djuste i | the | involved We 
have assured these officials that every community where ave a local asso- 

t will follo rough and will do everything possible to persuade the 

f vnether I { ( yf e associat to Make reasonabie, neces- 
i i proper ad ( 

1) ¢ the LtIONA ul na i ed responsibili s for weekly 
conta th Was gto fficials order to make certain that we are fully 
ad 1. We are depending upon you to cooperate with your local FHA and VA 
ff : ! realize that t : t e most pleasant kind of a job, but its importance 
s ul f The treme » which the Home Building Industry has 

‘ ld not he d shed ( elessness on the nart of a few builders 
or p ips era W loing oO solated cases 

v yu rit e li you have ip such a committee and have conta ted 

FHA and VA office so that we ca ( the work is under way We 
s keep } id 1 fi end Wit! st personal regards, — 
pincer \ V« s , 
W. P. “Bru ATKINSON, 
President 
ichiniiiaaiead 
[ IATIO ( Home BUILDER 
Wy ym 6, D. C., Novemb 6 1951 


taching letters which have been sent to vou in care of the 
o vour letter of November 16 to all local associations 





r¢ ) orl ance ( nmittees, 

that our associations are setting np such committees or 
h imittees in existence for some time These letters by no 
ni - our associations, but thev are certainly indicative of coop- 
eration on the part of many. lI agree with you that it is of the utmost importance 
that these committees function in a practical and effective way. I know that 
you will continue to stress the importance of this in your communications to our 





associat} 
Kindest personal regards, 
Cordially, 


Joun M. DickERMAN, 
Legislative Director. 





conic ns 
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NATIONAL ASSOCIATION OF HOME BUILDERS OF THE UNITED StTaTEs, 
Washington 6, D. C., December 17, 1951 
Memorandum 
To: Presidents, executive officers of affiliated local associations and executive 
committee 

From: John M. Dickerman, assistant executive vice president 
Re: Builders grievance committees 

On November 16 President Atkinson addressed letters to all presidents with 
copies to executive officers concerning the desirability of each local association 
maintaining an active grievance committee for the purpose of adjusting all 
justifiable customer complaints 

The response from almost all of our affiliated local associations has been most 
gratifying. It is evident that many associations have been maintaining effective 
committees for this purpose and that others are establishing them 

We contacted both the Veterans’ Administration and the FHA with an urgent 
request that their local offices be asked to cooperate with you in this endeavor. 
The attached bulletin addressed to the managers of all VA regional offices will, 
therefore, be of interest to vou 

In view of the language in this memorandum permitting each local VA office 
to set up such arrangements with our local committees as appear desirable and 
workable, we would be very much interested in learning how ss 
arrangements are when translated into action in the field. We are particularly 
interested in learning of any cases where difficulty may 






sfactory these 
ve encountered in setting 
p satisfactory relations If you run into such troubles, and we are sure that 
thev will be very few, we may be able to assist you by asking VA here to impress 


upon sue 1 local off ~ the importance of this tvpe of cooperation 


FHA is axmented. to issue instructions to its field offices in the near future 


VETERANS’ ADMINISTRATION, 
Washingtor 25, D. C., November 30, 1951 
To: Managers, all VA regional offices 
\ttentiol LOan iaranty officer. 
Subject: Constm ection Deficiencies 

1. During recent months various builders associations, including the Nations 
Association of Home Builders, have increasingly concerned themselves with var- 
ious arrangements through which they could accomplish, or assist in the 
plishment ( f, either preventive or corrective action relative to faults or deficiencies 
in construction 

2. The cooperation of the Veterans’ Administration has beer requeste d by the 
NAHB and we have assured its officials that we would be glad to extend such 
cooperation and would even welcome the opportunity of enlisting such assistance 
to our own efforts. 

3. It is not believed desirable to impose any formal procedure on your effecting 
such arrangements with local committees In each locality where vou are advised 
that a builders’ committee has been set up for the purpose « f safeguarding against 
faulty construction or for the purpose of inducing action which will remedy those 
defects as to which justifiable con mp ylaints are received, you should endeavor to put 
in effect some routine, suitable to the committee, which will utilize its collabora- 
tive efforts as to your insistence upon observance of proper construction standards 


and precaution lr lanc j de ve lopm ent een and your endeavor to hat e proper 


complaints rectified. It is apparent that such arrangements, where the local com- 
mittee tee gh noid be of considerable assistance to the efforts of your own 
hard-pressed staffs. It is my hope that that will prove to be so, and thet the end 


result of such efforts as these will be both a substantial reduction in the number of 
justifiable complaints and in greater success in the correction of such complaint 
T. B. Kine 


Director, Loan Guaranty Service. 


Mr. Ayres. Mr. King was here all day yesterday and listened to 
the testimony and heard some ve ry nice things said about him, how 
perhaps much of the confusion that has arisen in the past month is 
not his fault, but perhaps due to a multitude of things. 

Mr. Kine. Mr. Chairman. 
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STATEMENT OF T. B. KING, DIRECTOR, LOAN AND GUARANTY 
SERVICE, VETERANS’ ADMINISTRATION 


Mr. Kine. Mr. Chairman. 

Mr. Ayres. I think yesterday, Mr. King, those of you who heard 
the testimony were convinced we are certainly in an unsettled period 
and perhaps many of these things that are being done are being done 
on a trial and error basis. It is only by putting something into effect 
and sitting back and seeing what happens that perhaps we will be 
able to come up with a program that is not only workable but satis- 
factory to all of the various parties concerned. There are several 
things I think perhaps we should clarify before we get into your 
detailed testimony 

The first question I would like to ask, Mr. King, is why you felt it 
necessary to issue the May 18 order. 

Mr. Kine. Mr. Chairman, I have with me this morning Mr. John 
M. Dervan, legal adviser to the loan guaranty program, and Mr. 
J. J. McEwan, Jr., special assistant to the Director. I have here a 
statement which I think would be of benefit to you and your committee 
if | were to read it. Among other things, it answers the question you 
have just directed tome. If I may proceed? 

Mr. Ayres. Go right ahead. 

Mr. Kina. I welcome this opportunity to testify before the Sub- 
committee on Housing of the Committee on Veterans Affairs of the 
House of Representatives. 

[ understand it is the purpose of this subcommittee to ascertain the 
current situation with respect to the availability of private capital 
for GI loans under the new 44 percent per annum maximum interest 
rate, and to ascertain the purpose, propriety, and effect of the VA 
directives of May 18, 1953, upon that availability. 

It is my hope that my contribution of testimony here may assist 
the committee in its attainment of those purposes and toward such 
findings or recommendations for legislative or executive action as 
may assist the better attainment of the purpose and objectives of the 
loan guaranty program of the Veterans’ Administration. 

With those objectives in mind I propose, in the interest of orderli- 
ness and clarity, to compose the subject matter under three basic 
topics: 

(1) ) Analysis of the current supply of money. 

The discount rule of May 18, 1953. 
The causes and effects of that rule. 

The decision of the VA to raise the maximum interest rate per- 
missible for GI home loans was announced just over 6 weeks ago. 
That interval affords entirely too short a period within which to 
accumulate statistical reflections of any trend. The earliest statistical 
reflection that will begin to shed initial insight into the probable 
immediate level of the flow of 4% percent money for GI loans will 
become available early in July. That in itself will have its limita- 
tions as an indicator principally due to the fact that the supply of 
mortgage money, as I am sure the members of this committee know, 
cannot be turned on and off as a faucet. The probable trend will be 
eo not before 90 days from May 1, or early in August. The 

eliability of that evidence in turn may be disaffected by develop- 
ments in the meantime which may contribute either positive impetus 
or deterrent effects to the flow of money. 
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In short, no proof ts available for the information of this committee 
at this time. Reliance must instead be placed upon samplings of 
indicated intention and upon the opinions of informed sources. 
Considerable information in that regard was supplied in the testimony 
heard vesterday. ; 

In the meantime we have “round-robined”’ our offices to see what 
their reports as of yesterday indicated. We find that on the basis 
of this sampling, which covers some 30 offices, exclusive of the 20 
offices to which I referred in my testimony yesterday, that the flow 
of VA applications for the month of June remains level. The work- 
day average has been just about the same as it was in the preceding 
month. However, appraisal requests are up approximately 30 
percent. But despite that testimony, despite those indicia, of this 
only we are so far sure: The supply of money likely to flow into GI 
loans over the next 60 to 90 days will be less than that envisioned 
by enthusiastic advocates of the higher rate. The probable primary 
reasons for that are: 

(1) Delayed digestion of the supply of 4-percent loans overhang- 
ing the market and crammed brief cases moving in and out of New 
York eagerly soliciting offers on upcoming 4'4-percent loans, particu- 
larly those unaffected by the May 18 restrictions. 

(2) The conviction of many that a further rise in the general level 
of interest rates is a likely outcome of the money management prob- 
lems lying immediately ahead for the Treasury. 

(3) Caution due to fear of overbuilding in particular areas and 
resultant heightened rules of selectivity. 

(4) Confusion due to the prohibitions against discounts. 

(5 The fact that the 4%-percent rate is not sufficient to command 
money in some areas, nor the money of those who are more selective 
than others in their mortgage patterns. 

Bear in mind, if you will, that the whole setting in which the mort- 
gage market, and the factors I have just enumerated, have operated 
since May 1, the date on which it was known that we were to change 
the interest rate, has been disaffected and made uncertain by the 
softness in the demand for Treasury obligations. Few appear to have 
anticipated such a trend following so shortly the oversubscription of 
the 30-year Treasury 3\4’s in April. 

The picture is likely to remain unsettled for some time to come. 
How long that period will be and how soon a firm pattern featuring 
an orderly supply of mortgage money for 44 percent loans will develop 
I do not venture to predict. It is likely, however, that the crystal- 
lization will be the end result of influencing factors that have yet to 
take shape. 

We are much encouraged, however, with respect to the increased 
availability of GI loans, by the announced intention of many savings 
and loan associations to step up appreciably or resume their partici- 
pation in GI loans. The May 12 press release put out by the United 
States Savings and Loan League outlines that development as to their 
institutions. I have a copy of that release here, which I will read or 
place in the record, if such is the wish of this subcommittee. 

Mr. Ayres. If that was not placed in the record yesterday, I think 
it would be advisable to put it in today. The gentleman presented 
it yesterday, but I do not believe it was placed into the record. 

(The document referred to is as follows:) 
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News RELEASE BY THE UNITED STATES SAVINGS AND LOAN LEAGUE, CuicaGol, ILL., 
May 12, 1953 


The Nation’s savings and loan associations and cooperative banks will earmark 
a billion dollars for GI home loans during the remainder of 1953, according to an 
announcement today by Charles L. Clements, president of the United States 
Savings and Loan League 

Clements made the announcement after the close of a meeting of the league’s 
executive committee during which plans were laid for an extensive drive to boost 
Gl lending among the trade organization’s 4,000 member institutions. 

The league president pointed out that the increase last week in the interest 
rate on GI loans to 4'4 percent had removed the “marked competitive disad- 
vantage’’ of veterans home loans to other type of mortgages and investments. 

‘The new rate,’’ he added, ‘“‘will permit our institutions to place more of their 
funds in GI loans than has been possible for the past 2 years.’”’ Clements is 
president of the Chase Federal Savings and Loan Association of Miami Beach, Fla. 

The league president also disclosed that a special committee of 100 savings 
association managers would be appointed to carry the drive for GI lending into 
‘all areas’’ of the United States 

We intend to make a determined effort to funnel GI funds into those rural and 
less populated areas where veterans’ loans have always been difficult to secure,” 


he said 


He said that league leader will seek an earlv meeting with officials of the 
Veterans’ Administration and the major veteran organizations to work out details 
f program for the areas of small populatio1 
Lif ( re alled that back i 1945 when the ¢ | plat Was ntroduced, the 
{ St League took the lead in urging its members to participate in the 
progra th the result that savings associations made 80 percent of all GI loans 
1ur ( 6 mor! S of the program. 
onal administration has provided a realistic interest rate on GI] 
oa yw up to lenders to make sure that the GI program moves ahead 
‘ , d vit iitiawatel 
1 by the United States League comprise the largest 
( he home-financing business. Last vear, these institutions made 36 
percent of all home loans. Since World War II, they have made nearly 900,000 


( y 
i 


Mr. Kine. Also encouraging in that regard is the letter Brown 
Whatley, president of the Mortgage Bankers Association, sent to 
members on May 23, 1953, urging their support of the GI loan at 
the new rate which Mr. Neel placed in the record yesterday. To the 
same effect also you heard Mr. Morrison’s reading of the resolution of 
the National Savings and Loan League issued from its annual con- 
vention last month, Also we are informed of the instructions several 
insurance companies issued to their correspondents to the effect that 
they would accept GI 4's-percent loans at par or at 99. 

Leaving those phases of the current situation for a time, I would like 
to explain the nature and effect of the action announced by VA on 
May 15, 1953. With the permission of the chairman, I would like to 
append to the record the various directives issued to give effect to 
that action, copies of which have already been supplied to the com- 
mittee. 

Mr. Ayres. It is so ordered. 

(The document referred to is as follows:) 

VETERANS’ ADMINISTRATION, 
Washington 25, D. C., May 15, 1958. 
To: Managers, all VA regional offices. 
Attention: Loan guaranty officer 
Subject: Fees and charges—Schedule effective May 18, 1953. 

1. Reference is made to Emergency Interim Issue EM 4A-34 dated May 15, 
1953, transmitted to you by TWX. 

2. Enclosed are the following: 

a) New schedule of fees and charges effective May 18, 1953. 
(b) New form of builder’s certification related to new schedule. 
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(c) Transmittal form letter for use in issuing (a) and (b) to lenders and builders 
(d) Copy of news release of May 16, 1953. 

3. Upon receipt of these enclosures you will conform item (gz) to agree with 
the language which now appears in item (g) of paragraph A of the November 1949 
fee schedule approved for your region. In addition you should include after 
item (g) of paragraph B those additional items, if any, which heretofore have 
been approved by the Central Office for inclusion in paragraph A of the November 
1949 fee schedule. If no such items have been approved you should, of course, 
not include items (h), (i), and (j) in the attached schedule when reproducing same. 

4. After making these changes you will immediately reproduce enclosures (a 
(b), and (ec) and mail them as a local bulletin to all lenders and builders on your 
mailing list. The fee schedule, the builder’s certification form and the trans- 
mittal letter referred to herein are to be distributed without any changes thereto 
other than those contemplated under paragraph 3 above and without regard 
to the provisions of loan guaranty notice No. 132. You are requested, however, 
to forward three copies of your release to Central Office after indicating thereon 
the date of the local mailing. Obviously every effort should be exerted to com- 
plete this mailing at the earliest possible date. 

5. You will note that paragraph A of the enclosed schedule permits the payment 
of service charge of up to 2' percent by the builder to the construction lender on 


so-called ‘‘conventional’’ construction financing obtained by the builder. This 
246 percent Maximum will apply in all regions. In addition you will note that on 
VA guaranteed or insured construction loans to eligible veterans a charge of up 
to 2 percent for supervision and inspection of construction is permissible. This 


maximum will also apply in all regions. The new maxima are prescribed even 
though in some regions lesser maxima prevail under schedules heretofore issued. 

6. The new schedule will be applicable to all loans on units with respect to 
which the certificate of reasonable value or master certificate is issued on or 
after May 18, 1953. The new builder’s certification will be required for all 
newly built or proposed units on which a certificate of reasonable value or master 
certificate has not been issued prior to May 18, 1953. In the case of units now 
in your office for appraisal covering newly built or proposed units the enclosed 
transmittal letter informs the builder of the necessity of getting in the new 
certification promptly. You should, while continuing intra-V A processing with- 
hold actual issuance of certificates of reasonable value or master certificate 
until you have a proper certification in hand. However, to avoid any unneces- 
sary prejudice or delay which such withholding may involve in a particular case, 
you may in your discretion issue advices of reasonable value on new or proposed 
construction without having the necessary certification in hand, but in doing so 
you will make it clear to the receipient that the new form of certification must be 
given and that the units in question will not be eligible for GI loans unless and 
until such certification is received. The interim advice may in your discretion 
be issued either through a provisional copy of form 4—1843, or form 4—1843a on 
which the fact it is conditional is plainly indicated, or by appropriate lecter. 
The final certificate of reasonable vlaue should be issued only after the certification 
is in hand. 

7. One exception is permissible to be made with respect to requiring the new 
certification in the case of newly built or proposed units on which certificates 
of reasonable value or master certificates have not heretofore been issued, but 
have been received by your office for appraisal on or prior to May 18, 1953. If 
you find upon satisfactory written evidence that 

(a) the builder, with respect to the unit or units involved had paid or 
had obligated himself to pay prior to May 18, 1953, a sum in excess of or 
in addition to those allowed in the new schedule; or 

(b) the builder had prior to that date made a binding agreement to re- 
purchase or to absorb otherwise any discount involved in the sale of the 
reiated loans; 

you may authorize the inclusion of an appropriate exception on the face of the 
certification, provided that you also find that such payment, obligation, or 
agreement was ‘legal’? within the purview of previous applicable rulings issued 
by VA, notably the letter of May 29, 1952. We expect that the necessity for 
making any such exception will be rare. The loan guaranty officer shall evidence 
any such exception by letter to the builder setting forth such finding and identi- 
fying the units covered thereby. Copies of any such letters shall be mailed to 
this office, attention, Chief of the Housing Loan Division. If you find not basis 
for an exception hereunder you will not process the units involved and will advise 
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the builder that the particular units will be ineligible for GI loans unless and 
until you find the particular item has been refunded to the builder or he has been 
released from his agreement, and you are given an unqualified certification. 

8. [tis not apparent how these rules of procedure can possibly prejudice unfairly 
a buil der r who has in fact abided by the principles laid down in previous directives. 

9. The form of builder’s certificate printed on form 4—1805 is hereby rendered 
obsolete with respect to all appraisal requests on which a certificate of reasonable 
value or master certificate has not been issued prior to May 18, 1953. No change 
is being made in the lender’s certifications that are printed upon the application 
and loan report forms. 

10. It will be apparent to you upon studying thane enclosures that VA has en- 
de avored toe radicate all practices which entail payment or absorption by a builder 
of any charge, fee, discount or other cost which he might pass along to the veteran. 
That was precisely the purpose of the Congress in enacting section 504 of Public 
Law 475, 82d Congress. While no particular practice is forbidden in and of itself, 
the express prohibition against payment of any fee or charge relative thereto, 
even though the payment may be contingent, is designed to put an end to so-called 
“repurchase agreements,’’ ““warehousing”’ by builders, and those various arrange- 
ments of like purpose that have become widespread over the last year or more, 
whereby discounts or their equivalent were passed along to builders or other sellers, 
including sellers of existing houses. 

11. It will be apparent at the same time that the new schedule and certification 
does not undertake to regulate such price differentials or discounts as may obtain 
in the assignment of GI loans between lenders, or between broker and lender. 
Free assignability is considered an attractive characteristic of a GI loan. Never- 





theless the new schedule and certification effectually bars the way whereby a 
builder might sell GI loans at a discount through a lender or broker affiliate and 
thus absorb a loss or added cost indirectly Moreover, it is unlikely that any 


reputable secondary holder will prove willing in the future to buy 4'-percent 
GI loans at a discount for which it cannot satisfactorily account to itself and if 
need be, to others 

12. It is recognized as being entirely possible, particularly in the unsettled 
immediate condition of the loan market, that a particular builder or project may 
have difficulty in going forward, under the tightened rules It is hoped that 
condition will prove of short duration and that their ultimate ability to obtain 
par marketings of GI loans will improve rapidly as a consequence of the firming 
effect of the new rules. Hut if the disability is of longer duration in the case of 
specific builders, projects, or localities it must be recognized that the law contem- 
plates, in directing that appropriate limits be prescribed, that those who cannot 
operate within those limits are thereby barred. 

13. We will be glad to have such comments as you may care to afford this offlce 
with respect to such industry reactions or attitudes as may come to your attention 
in relation to the issuance of the enclosure in order that we may have a better 
perspective in this office of their effect. 

T. B. Kine, Director, 
Loan Guaranty Nervice. 





VETERANS’ ADMINISTRATION 
Date 
Region 

To: All Lenders and Builders Participating in GI Loan Program 
Subject: Fees and Charges—Schedule effective May 18, 1953. 

Enclosed are the following: 

1) New schedule of fees and charges effective May 18, 1953. 
(2) New form of builder’s certification related to new schedule 

Enclosed new schedule will be applicable to all VA guaranteed or insured 
loans on units with respect to which VA issues a certificate of reasonable value 
or master certificate on or after May 18, 1953. The new form of builder’s cer- 
tification will be required to be filed covering all newly built or proposed units 
on which a certificate of reasonable value or master certificate is issued by VA on 
or after the effective date of the new schedule 

In reference to each appraisal request now in this office, or incoming prior to 
your receipt of this advice, covering newly built or proposed units, you will be 
required to submit the new form of certification. With respect to such units 
on which appraisal requests have heretofore been submitted but on which cer- 
tificates of reasonable value or a master certificate was not issued prior to May 
18, 1953, the cases will be processed to the point of issuing such certificate, but 
the issuance thereof will be withheld until a new builder’s certification in the 
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form prescribed herein is received Builders having such cases pending are 
urged to submit the new certification promptly in order to avoid ‘unnecessary 
delay In doing so you should type a clear identification of the related units 
on the face of the certificate. \s to future submission of appraisal requests. it 
will suffice to have the certification bear the same date as the related VA form 
4—1805 Certificates of reasonable value or master certificates will not be isst 
on or after May 18, 1953, on any units not covered by the new certificatior 

The form of builder’s certificate printed on form 4—1805 is hereby rendered 
obsolete with respect to all appraisal requests on which a certificate of reasonabl 
value or master certificate has not been issued prior to May 18, 1953 No change 
is being made in the lender’s certifications that are printed upon the applicatior 
and loan report forms 

It will be apparent to you upon studying these enclosures that the new schedul 


eq 


is designed to eradicate all practices which entail payment or absorption by a 
builder of any charge, fee, discount, or other cost which he might pass along to 
the veteran. That was precisely the purpose of the Congress in enacting section 
504 of Public Law 475, 82d Congress While no particular practice is forbidder 


in and of itself, the express prohibition against payment of any fee or charg: 
relative thereto, even though the payment may be contingent, is de 
put an end to so-called ‘‘repurchase”’ agreements, ‘‘warehousing”’ and 
those various arrangements of like purpose that have become widespread over 
the last year or more whereby discounts or their equivalent were passed along to 
builders or other sellers, including sellers of existing houses. 

It will be apparent at the same time that the new schedule and certification 
does not undertake to regulate such price differentials or discounts as may obtain 
in the assignment of GI loans between lenders, or between broker and lender 
Free assignability is considered an attractive characteristic of a GI loan Never- 
theless, the new schedule and certification effectually bars the way whereby a 
builder might sell GI loans at a discount through a lender or broker affiliate and 
thus absorb a loss or added cost indirectly. Moreover, it is unlikely that any 
reputable secondary holder will prove willing in the future to buy 41% } ercent 
GI loans at a discount for which it cannot satisfactorily account to itself and 
if need be, to others. 

It is recognized as being entirely possible, particularly in the unsettled imme- 
diate condition of the loan market, that a particular builder or project may 
have difficulty in going forward under the tightened rules. It is hoy; ed that 
condition will prove of short duration and that their ultimate ability to obtain 
par marketings of GI loans will improve ra)-idly as a consequence of the firming 
effect of the new rules 3ut if the disability is of longer duration in the case of 
specific builders, }-rojects, or localities it must be recognized that the law con 
tem} lates, in directing that appro;-riate limits be prescribed, that those who cannot 
operate within those limits are thereby barred. 

Administrative advices and solicitors o;:inions issued by the Veterans’ Admir 
istration in connection with particular loan originations or sale arrangements 
under the provisions of the local fee schedules which have been suy-erseded by 
the new schedule were predicated on -the precise provisions of the applicable 
schedules effective at the time those advices or o} inions were rendered. Under 
such circumstances all lenders are cautioned that some of those advices will 
cease to have any apj'licability whatsoever under the attached schedule (e. g., 
advices or opinions concerning the legal permissibility of ‘‘repurchase’’ agree- 
ments) and that others will have only limited applicability. 


Loan guaranty officer 


VETERANS’ ADMINISTRATION ScHEDULE OF MAXIMUM Fees AND CHARGES 
APPLICABLE TO ALL VA GUARANTEED OR INSURED Home Loans 


Effective May 18, 1953 


This schedule is issued pursuant to the provisions of section 504 of the Housing 
Act of 1950, as amended, and section 36: 4312 of the VA loan guaranty regulations 
promulgated under title III of the Serviesmen’s Readjustment Act of 194 as 
amended. Such schedule applies to all VA guaranteed or insured loans on units 
with respect to which the related VA certificate of reasonable value or master 
certificate is dated on or after Mav 18, 1953. If such loans are made to finance 
the purchase of new (not previously occupied) dwelling units the schedule appli 
also to the charges and fees paid or to be paid by the builder in connection wi 
the financing of such units 
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A. Charges payable by the builder on construction financing (other than on a 


construction loan guaranteed or insured by VA 






1) On construction advances the following charges are authorized: 
a) Interest not in excess of 5 percent simple interest per annum on 
funds actually disbursed 
b) A service charge not in excess of 2% percent of the total sum 
actually disbursed; or 
c) Any combination or variation of (a) and (b) above which does not 
lt in a gross charge in excess of the aggregate maximum thus 
prescribed. 
2) In cases wherein the builder does not obtain a construction loan, i. e., 
hed his own construction financing, the use of the builder’s funds shall 
for the purposes of this schedule be deemed to entail a cost to the builder 
equal to the aggregate maximum prescribed in (1) al 
3) Nothing in this paragraph, or any certification as to compliance 
ierewith, shall be interpreted to preclude a lender from charging or a builder 
from paving— 

a) Those alternative fees or charges made by the FHA or authorized 
to be charged or paid under its fee schedules, where the dwelling unit is 
covered by a commitment issued by such agency: 

b) Fees required to be paid to VA assigned appraisers and compliance 


Inspectors 


resil 
l 


ove 


(c) Reasonable ar 






1 customary amounts actually incurred and paid 
out for various technical services and miscellaneous expenses within those 
categories listed in paragraph B (1) below; and 

d) Such amounts as may be charged the builder under ordinary trade 
usages by suppliers of materials or equipment 

e) Any commitment fee of the Federal National Mortgage Associa- 
tior : 

B. Charges against the veteran: 
1) On VA guaranteed or insured loans the veteran may pay reasonable and 
customary amounts for any of the following items: 

a) Fee of VA appraiser and of compliance inspectors designated by 
VA. 

b) Recording fees and taxes paid to public officials 

e) Credit report. 

d) That portion of taxes, assessments and other similar items for the 
current year chargeable to the borrower and his initial deposit (lump- 
sum payment) for the tax and insurance account 

e) Hazard insurance required by section 36: 4326 of the regulations. 

f) Survey 

g) Title examination and title insurance, if any. 

h 





2) In addition to the items in (1) immediately above the veteran may pay 
the lender a fiat charge not exceeding | percent of the loan amount, or $50, 
whichever is greater, provided that such flat charge shall be in lieu of all other 
charges relating to costs of origination not expressly specified and allowed in 
this paragraph 

3) On VA guaranteed or insured construction loan cases the veteran may 


pay the lender a charge for supervision and inspection during the course of 


construction of not to exceed 2 percent of the amount of the construction 
I Collection of the | percent flat charge authorized by B (2) above shall 
ot preclude collection of the charge authorized by this subparagraph. 
+) Any disbursements or charges authorized or allowed to be paid by the 
veteran may be paid by him in cash or its equivalent or may be paid out of 
the proceeds of the loan 
C. Any charge, fee, commitment or discount arrangement, agreement or sale 





which results directly or indirectly in the imposition upon, or absorption by, 
the builder or other seller, or the veteran, of any cost in addition to or in excess of 
those amounts expressly authorized or allowed by this schedule is hereby expressly 
prohibited pursuant to the provisions of section 504 of the Housing Act of 1950, 
as amended, provided that nothing herein shall be construed to preclude reason- 


) 


able and customary charges for bona fide real estate sales brokerage. 


D. Nothing in this schedule applies to section 502, 503, or 507 loans. 






Loan guaranty officer 
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BuILDER’s CERTIFICATION 


The undersigned has read fully the provisions) of the Veterans’ Adininistra 
fee schedule effective May 18, 1953 as to all VA guaranteed or insured home loar 
and hereby certifies that in connection with the financing of the construct 


and sale of those dwelling units included in the : hich this certif 
cation accompanies, or which are listed here¢ igned her 


may sell with the assistance of financing guarantee 1 by the Vetera: 
Administration under title III of the Servicen , Act of 1944 
amended, the undersigned has not paid or ab 





charges or fees in excess of or in addition to those « xpressly a ithorized by the aid 
schedule. It is understood and agreed by the undersigned, in making this certifi 
cation, that the payment or absorption by the undersigned of any fee, charge, 
discount, warehousing fee, or commitment fee directly, or indirectly through a 
wholly or partially owned affiliate or subsidiary, in excess of or in addition to 


those amounts or percentages ¢ xpressly authorized, is prohibited Dy section © of 
the aforesaid fee schedule 

The undersigned further acknowledges that it has made the above certificatior 
to cause the Veterans’ Administration to issue evidence of guaranty or insurance 
credit, pursuant to the provisions of title III of the Servicemen’s Readjustment 
Act of 1944, as amended, and is made in full cognizance of the provisions of section 
1001 of title 18 of the United States Code which provides that the making of a 
false statement or representation willfully to any department or ageney of the 
United States with respect to any matter within its jurisdiction shall be a criminal 
offense and subject to the penalties therein prescribed 


Title 


— 
~ 

Ss 
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VETERAN ADMINISTRATION, 
TION SERVICE, 
16, 1958 

As a corollary action to its recent increase of one-half percert in the permisribk 
interest rate on GI loans. the Veterans’ Administration today announced it will 
sharplv restrict ‘‘discount practices”’ i 
and builders. 

The discounting of GI home 'oans was practicea in the increasingly tight mon 
market which prevailed under the former 4-percent maximum GI interest rate 
Permanent holcers of mortgages were purchasing them from builders at less than 
the face value of the loan. 

For instance, a $10,000 mortgage purchased at a 3-percent discount (for $9,700) 
would in effect give the permanent investor a hizher interest rate than the 4 per- 
cent allowed. uilders, in most eases, were forced to absorb this discount, 

The VA said that under the higher 4%-percent interest rate, which became 
effective Mav 5, there should be no need for a continuation of the discount practice 
The elimination of discount charges would remove the pressure on builders to 
pass on discount costs to the veteran-borrowers in the form of a higher price or 
lower quality construction. The agency pointed out that charges considered 
reasonable under the 4-percent rate may be entirety unjustified on a 4%-percent 
loan. 

The VA’s restrictive action is being taken in accordance with the Housing Act 
of 1950 which makes Government housing agencies responsible for limiting fees 
and charges which lenders may charge builders and home buyers in the financir 
of Government guaranteed or insured loans 

Under the tightened policy the VA is advising its regional offices of a nationwide 
maximum fee scale, applicable under the new 4}-percent rate, for charges made 
by lenders to builders for construction financing. The regional offices will require 
all builders to certify to the VA that they have not or will not pay or absorb, 
directly or indirectly, any charges or fees in excess of or in addition to those 
authorized by VA, 


INFORM! 


the financing of GI home loans by lenders 
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On construction advances to builders, lenders may not, under VA’s schedule of 
fees and charges, charge in excess of 
(1) Five percent simple interest per annum on construction advances 


actually disbursed. 


2) Two and one-half percent of the total sum actually disbursed for the 


inspection and supervision charge. 

Distribution: RA and SP-1, 3, 5, 8, 10, 12, 13, 15, 17, 25, 34, 50, 51 (DR, P. R.., 
Press Club, Internal, Table). 

Mr. Kina. Briefly, the VA announced an amendment to its out- 
standing schedule of permissible fees and charges. That amend- 
ment was designed to abolish various practices which required builders 
to absorb fixed or contingent fees and discounts, and to simplify and 
clarify its rulings with respect to the same. 

{ also tightened the scope and application of the certifications re- 
quired of builders and lenders to assure compliance with the terms 
of the related new fee schedule. The net effect of these changes 
prohibits any charge against a builder or seller in excess of or in ad- 
dition to those expressly prescribed as maxima in the schedule. It 
likewise prohibits any such excessive or added charge against a 
veteran purchaser. It does not attempt to control or limit those 
discounts or price differentials that may obtain in transactions 
between lenders or brokers. The supplier of construction money 
whether or not he supplies permanent or ‘‘take-out”’ financing to the 
builder—is permitted a fee of up to 2% percent of the construction 
loan, and in addition thereto, up to 5 percent per annum simple 
interest on outstanding construction advances. The originator of 
the GI loan, whether or not he is the supplier of the construction 
money, is permitted to charge the veteran-borrower 1 percent of the 
loan amount on closing the GI loan. 

These allowable fees and charges are in fact liberal, and are in 
excess of the cost of money to most builders in most parts of the 
country. 

I have here a visual-aid chart which helps to illustrate the scope of 
these rules. If the committee wishes I will use it to elaborate further 
on the nature of the directive itself when I conclude this statement. 

The new rule is not retroactive. It expressly exempts all units on 
which VA had issued a certificate of reasonable value before May 18, 
1953. That exemption covers some 60,000 to 80,000 units newly 
built or in the process of construction. 

Also exempt are those units on which requests for appraisal were 
pending in VA regional offices on May 18 as to which it can be shown 
that commitments had already been entered into prior to May 18 so 
long as such commitments are found to be within practices which VA 
had not theretofore ruled to be illegal. The details of that exemption 
will be found in paragraph 7 of the all station letter of May 15, 1953, 
copies of which have been supplied to this committee. 

As the committee knows, the restrictive aspects of these rulings 
have been vehemently protested by spokesmen for the National 
Association of Home Builders. If any other group, or any group 
representing those who lend money to veterans under the GI loan 
program have similarly protested these rulings, it has so far escaped 
my attention, or escapes my recollection. 

The reason for this protest is the preclusion of the absorption by 
builders of any discounts which may be demanded of them for financing 
the sale of their construction with GI 4% loans. As I understand the 
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position of these spokesmen, it is their wish that they be allowed to 
absorb any discount which may be necessary to place the borrowings of 
their purchasers. They take particular exception to the barring of 
“warehousing”’ by builders, or the sale at a discount by a builder whose 
practice has been to originate loans himself or through an owned 
affiliate acting as a mortgage broker. 

The attention that these builders have centered upon these conten- 
tions has undoubtedly had a halting effect upon an already hesitant 
market. Obviously a large secondary lender is not impelled to commit 
itself to a builder today ‘for a considerable number of mortgages at 
par if there is a prospect that through one avenue or another V ‘A will 
be compelled to abrogate its rullings and to allow discounts to have 
their play. Obviously, too, a secondary investor is not going to 
commit itself to an originating lender to buy future GI originations at 
a narrow discount if it is necessary only to wait a brief spell for the 
opportunity to drive a more advantageous bargain with a builder who 
has been relieved of the present VA restrictions. And that originating 
lender is consequently not in a position to expand its commitments to 
builders at the present time. 

So the firming effect the VA rule might have had on the current 
market will never be known. It was never allowed to exert its in- 
tended stabilizing effect. It was psychologically destroyed before its 
ink had dried. 

There remain, Mr. Chairman, for discussion in this statement by 
way of explanation to this subcommittee, the paramount reason which 
prompted VA to issue the restrictions it did at the time it did. That 
entails some brief recital of the history and legislative intent under- 
lying section 504 of the Housing Act of 1950, enacted April 20, 1950. 

Discounts and premiums, as you have heard before I know, and 
heard yesterday, had always been an accompaniment of mortgage 
lending. Where in point of time or location mortgages were in de- 
mand premiums, or so-called ‘“finders-fees’”’ were the rule. Where 
the contrary was true, discounts were found. Variance in rates usually 
had the effect of holding these premiums or discounts within narrow 
ranges. But FHA 608’s sold at one time at 105 or better. Even 
VA 501’s sold at 102. 

But as the money supply narrowed in proportion to increased de- 
mand and the rates on Government guaranteed or insured mortgages 
remained relatively static, discounts became the rule. More than 
that, some suppliers of money, noting the very considerable profits 
being derived out of the tens ‘of billions of dollars being expended in 
the production of new residential construction thought it logical to 
tap that vein through some profit-splitting arrangement. This de- 
velopment reached the attention of Congress, then concerned greatly 
over the rising cost of housing to the consumer. With the encourage- 
ment of the housing agencies of Government the Congress was moved 
to restrict these “‘abuses.’’ Although of no great present importance 
it may be noted that VA protested. I believe that was brought out 
here yesterday by one of those testifying. 

It is important, however, to note here that the Congress specifically 
had two basic objectives in mind, as was then made quite clear to the 
agencies concerned. The first purpose was to foreclose lenders from 
their exaction of excessive fees. The second purpose was to protect 
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the builder from having to pay those fees and thereby to protect the 
homebuyer from having to pay them, whether they might be passed 
on to him through a higher price or through lowered quality. Section 
504 resulted, requiring the agencies to set allowable fees. FHA and 
VA, acting coordinately, did so. The resultant rulings were effective 
to cover most practices then existent. But whether the wording of 
the law was broad enough to in fact accomplish its objectives was and 
is for question. 

New practices sprang up, and VA, examining some of these from 
time to time, found that te of them, although defeative of the 
purpose of the law, were not within the purview of that law, or of the 
directives then outstanding under the directive of that law. The 
original law specified that its protection was to be extended to builders 
and veterans or other purchasers. In 1951, as I believe it was Mr. 
Neel testified yesterday, the Congress, upon learning that lenders 
were charging the sellers of existing or “used” housing a point or two 
for financing their purchasers, amended the law to extend its protection 
to sellers. 

As the months wore on the variety of ingenious arrangements 
forced from VA a variety of rulings on complex practices. The 
builders found the VA rulings complex and nebulous. They were 
complex no doubt, as were the factual situations or arrangements 
upon which they had to be impressed, of which VA was hardly the 
author. But as to their being nebulous, I have great doubt, although 
the rulings in the main are not mine. Then of course a ruling may be 
clear enough if it is your purpose to comply with it, but its precise 
margins may not be outlined distinctly enough for convenience if 
what you have in mind is an end-around play. 

VA tightened its rulings on several occasions, notably through its 
directive of May 29, 1952 in which it precluded any commitment by 
a builder to dispose of a GI loan in advance of its origination at a 
price below par. 

In any event, as the GI loan progressively lost competitive attrac- 
tiveness in the fall of 1952 and the early months of 1953, the bidding 
of builders for a dwindling supply of money caused the widening of 
the prevalent discount margins. VA sought to cope with this de 
facto situation by the expedient of “legalizing the discount,’’ with 
which this committee is familiar. The cry against the evils and 
abuses of a discount system and its prejudicial effects on the veteran 
then gained full voice, and it seemed to be the universally held view 
both in and out of industry and in and out of Congress that the VA 
had encouraged a larcenous system that viewed in proper perspective, 
and in its ultimate results, was robbing the veterans. VA’s state- 
ments and opinions to the contrary were given scant heed. In any 
event the VA made the decision to raise the interest rate. It was 
widely believed, both in and out of Congress, that the taking of such 
action would enable discounts to be abolished. The insistence of 
various groups that the veteran was being compelled to absorb these 
discounts pointed up the desirability of such action. The Agency 
felt no other action on its part would have public acceptance in the 
setting that had been engendered consequent on the welter of dis- 
cussion that had taken place. Morevoer, VA was well aware that 
considerable participation was being discouraged by the distaste with 
which a sizable segment of money viewed the discount and warehous- 
ing situation. 
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Being thus impelled to act VA endeavored to follow faithfully its 
concept of proper administrative action under the task imposed upon 

by section 504. 

In the ensuing discussions VA has made it plain that it is willing to 
entertain and respond to any sufficient indication from the Congress 
that the impact of the May 18 rule upon the national interests in the 
present setting is overbearing and that some less restrictive modifica- 
tion is imperative. In that connection, however, it should not escape 
the attention of this committee that the significance and effect of the 
proposal submitted by Mr. Speigel yesterday will block section 504 
neatly out of the play. There will be no substantial restriction left 
in the picture. As was pointed out in our May 15 directive a law that 
is purposed to restrict contemplates clearly that those who cannot com- 
ply with those restrictions are thereby barred. If the Congress does 
not want that, it should, in my opinion, strike section 504 from the law. 

On the other hand, if it is the conclusion of this committee that sec- 
tion 504 should remain in the law but that modification of the May 18 
rulings is essential to relieve some of the difficulties that have been 
related to this committee during this hearing, VA will be happy to 
work with the committee toward shaping its recommendations in that 
regard. 

Mr. Ayers. Thank you very much for your statement, Mr. King. 

First, as you are aware, this committee, as we stated yesterday, 
does not have the jurisdiction over the monetary policies, nor over 
the interpretation of work that goes on in the banking and currency 
committee. Our prime purpose is to attempt to find out why the 
veteran is not getting the house. However, we are more than glad 
to have the benefit of your testimony so that we in turn can at least 
state a position which may have some bearing on the action to be 
taken by some other committee. 

Mr. Kine. Congressman Ayres, let me suggest in that regard that 
jurisdiction is not completely negated where influence is present. 

Mr. Ayres. Well, I appreciate the complement. We hope our 
committee has some influence on veterans’ affairs as a whole, since 
that is the name of the committee. However, we do find that other 
committees sometimes are inclined to resent even another committee 
having influence, as you put it. 

However, I am interested in knowing, Mr. King, under the inter- 
pretation that you placed on the law, or that your solicitor did, last 
April, at which time you stated that in your opinion, and I will quote 
this exac tly so there will not be any misunderstanding: 


We have had our Solicitor look into the legitimacy of some of these arrange- 
ments and we find that they are not illegal as we view the law. 


What happened, Mr. King, between the last week in April and the 
15th day of May that would have your Solicitor, I presume he changed 
his position on it, saying they were illegal and should be abolished 
entirely? 

Mr. Kina. The Solicitor’s opinion, Congressman Ayres, necessarily 
had to be predicated upon both the statute and existing directives 
and upon the factual situations which were confronting the operation 
of both the statute and those directives. All of those things had to 
go into his opinions as to whether or not a certain type of arrangement 
was then legal or illegal. Moreover, a law or a restriction in being 
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given administrative application is ordinarily given application 
designed to effect its purpose in the light of the then existent situation. 

It needs to be modified from time to time so that in the light of 
changing situations or new problems, its objective will continue to be 
effective. 

The VA May 18 directive is not different in its purpose of observiu. 
section 504 than our previous efforts in that direction. It requires 
builder and lender to certify as to compliance with the schedule. It 
is broader in its application and was issued with the requirement of a 
tighter certification. The necessity for the broader scope and tighter 
certification, if the purpose of the law were to be fulfilled, became 
apparent as, one, varied arrangements which ran the ends of the 
existing barricade became increasingly prevalent, and two, discounts 
and warehousing fees at first not a problem in the picture became 
wider as the appeal of the fixed interest rate became lessened under 
developing market conditions. 

And three, the increasing acceptance of contentions that discounts 
were being passed to the veteran buyer were considered to demand of 
VA tighter action. 

And lastly, the acceptance of repeated assertions that the 4% per- 
cent rate would be better for veterans as it would permit discounts to 
be abolished, led the hand of the Veterans’ Administration toward the 
acceptance of those views and toward the action it took. 

Mr. Ayres. On April 29, Mr. King, I felt that you presented a very 
cood argument for discounts if one believed in discounts. Your pre- 
sentation was excellent in proving that that would get the necessary 
yield, as you put it at that time, to get money flowing into the Gl 
program. Not speaking for the committee but speaking as an individ- 
ual, my objection to the legalizing of the discount was to say in 
advance, “This is exactly what it is going to be pegged at.” 

| could not help but feel with that definite figure in there that the 
builder was going to go ahead on the assumption that “I am going to 
take this much loss and I will see where I can make it up along the 
line rt 

[ am still of that opinion if it is pegged at a definite figure. At 
that time I asked you whether it would be helpful for this committee 
to go out in the field and find out what was really going on in the 
discounts. You said you were quite familiar with many of the loop- 
holes and so forth, and although you did not say it would be helpful 
or it would not be, then we closed the hearing by saying that the 
whole committee would consider it and maybe we would decide to 
go out and find out exactly what was happening in the discount 
practice and report back to you. 

Realizing that you had built a very strong case the day you testi- 
fied before us, I in turn then wrote the President asking that nothing 
be done until our committee had a chance to report back in 30 days. 
I did not ask that the interest rate be increased. I just asked that 
everything be held in abeyance until we could report back. Then, 
as you recall, you came over and met with Mr. Carney and myself 
and Mr. Standish, and said, “I am around selling the increased 
interestratenow. Weare going to make the announcement Monday.” 

That was quite a reversal. And I, as you recall, talked with you 
about a speech I had planned for Columbus in which I intended 
to discuss this, and which, of course, reversed the entire situation. 
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[ think, Mr. King, that this committee and certainly myself as the 
chairman, are not going to let any personal differences interfere with 
the veterans’ housing program. In view of the fact that you were 
such a strong believer in discounts and believing that you are cer- 
tainly a man of conviction I think perhaps it would be advisable for 
you to tell us just in your opinion whether you still think your pro- 
posal of April 29 before this committee is the logical thing to have. 

Mr. Kina. The briefest answer I can give you concerning that, 
Mr. Chairman, is that I think that the superimposition of an unre- 
stricted discount practice upon the 4% percent rate would be hard to 
justify at this time in the light of the purposes of the Government 
as evinced by the language of the Serviceman’s Readjustment Act, 
and the situation upon which that superimposition would be placed. 

It is not at all clear that the thing most to be feared by the national 
economy at present is overbuilding or cessation of building. 

Mr. Bonin. May I ask a question? 

Mr. Ayres. Mr. Bonin. 

Mr. Bontn. Mr. King, as I recall your testimony before this com- 
mittee on April 24, at which time you stated also that if the 4% percent 
interest went into effect, vou were very, very fearful and apprehensive 
of the overbuilding of GI loans. 

Mr. Kine. That is entirely correct, Congressman. 

Mr. Bontn. Has it given any impetus to the overbuildiag of homes 
at all, or has it been restrictive, particularly in view of the fact that 
this May 18 directive has been issued by you? 

Mr. Kine. When I was speaking about the overbuilding of homes, 
[ was speaking about April 27. At that time, the Treasury 3\’s had 
been oversubscribed 5 times. New volume facing FHA was one-third 
up from the previous month. Many leaders in the building and 
lending fields had expressed themselves to similar effect. In the mean- 
time, the picture has changed somewhat, not to indicate a definite 
new direction, but to pose more uncertainty upon the direction in 
which those events are taking us. 

I still think that the 4% percent rate, with some slight shifting in 
those currents, could lend to overbuilding in some areas. May I go 
off the record a minute? 

Mr. Bonin. Surely. 

(Off the record.) 

Mr. Ayres. Mr, King, under section 504 where it says: 

The Federal Housing Commissioner and the Administrator of Veterans’ 
\ffairs, respectively, are hereby specifically authorized and directed to issue such 
regulations applicable uniformly to all classes of mortgages as they determine 
desirable for the purpose of limiting the charges and fees imposed upon the 
builder or other seller or the veteran or other purchaser in connection with the 
financing of the construction or sale of such housing. 

I presume it is under that section that you feel you had justified 
authority to issue the directive of May 18, is that right? 

Mr. Kina. Yes, sir. 

Mr. Ayres. Now, under that same wording, you would also have 
the autho-ity to rescind the directive, if you saw fit, is that correct? 

Mr. Kina. Broadly speaking, that is so, Cong’essman, until you 
approach what action would be acceptable or would be proper in the 
exercise of the Administrator’s authority conveyed by the particular 
wording. 
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Mr. Ayres. Now you implied earlier im your testimony, that you 
had great respect for the influence of this committee, did you not? 

Mr. Kina. I certainly did, sir. 

Mr. Ayres. Suppose, and I am not saying this is the position of 
the committee, the committee should state that after having had these 
hearings, having seen what the confusion is at first-hand, we would 
suggest that since we are in a trial and error period maybe for the next 
3 or 4 months we try something else and permit discounts, to see what 
would happen and then perhaps help this committee hold some hear- 
ings in these areas. We have a gentleman, Congressman Mailliard, 
from California, who has gotten quite interested in this since he re- 
ceived a lot of telegrams from California. We have had the Texas 
people represented. We had Mr. Turbow here yesterday, presenting 
the position of the smaller contractor. After we had had an oppor- 
tunity to see how these were operating, to go into these areas where 
the discounting was presumably necessary, perhaps then we could give 
a report back to you as to what we thought it was doing for the veteran. 
Maybe during this trial and error period we ought to try to do differ- 
ent things in an effort to get the ball rolling, so to speak. 

Now, if we should make a recommendation back to you, would it 
have the same effect that presumably our opposition before did? 

Mr. Kina. May I answer that in 2 parts, because it has 2 parts, 
Mr. Chairman? 

Mr. Ayres. Yes. 

Mr. Kina. The first is the idea of a trial and error period. I think 
it should be avoided, if at all possible, that those who have money to 
lend shall gain the impression that the rules may shortly be changed. 
It will contribute a positive deterrent effect or influence upon the flow 
of money. 

Speaking generally, these people do not like the rules to be changed. 
It contributes a new factor of uncertainty to them. So I would 
suggest that whatever the recommendation of this committee may be, 
that it carry with it the conviction that the rules are not going to be 
changed shortly unless, of course, some special evil becomes apparent, 
whether the evil is one adverse to builders or one adverse to veterans. 

Mr. Ayres. Mr. King, one of the most influential Members of 
Congress in the mortgage field, and a man whose judgment we all re- 
spect, although I have not seen the exact release I have been told that 
the gentleman from Michigan who is chairman of the Banking and 
Currency Committee in the House, Mr. Wolcott, has said that he 
felt the May 18 order should be rescinded. Are you aware of his 
statement on that? 

Mr. Kina. May I answer you in this way: The second part of your 
previous question, just to give you assurance I am not trying to escape 
from these answers, had reference to what we could do provided your 
committee might recommend this or recommend that. 

Firstly, what we could do would be dependent, essentially and 
necessarily, upon what the nature of those recommendations were. 
Secondly, and dependent somewhat upon the nature of those recom- 
mendations, we might have to ask that an expression from other key 
Members of Congress be ascertained, such as Congressman Wolcott. 
I have not seen the text of Congressman Wolcott’s statement, insofar 
as I can recall at the moment, nor do I know whether the Congressman 
was correctly informed as to the nature, scope, application, and 
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effect of the May 18 ruling when he spoke as he did. He is a busy 
man. I know that there are few who could explain to him the rami- 
fications of this rule. 

Mr. Maruuiarp. Mr. Chairman, may I ask Mr. King a couple of 
questions on this? I would also like to insert some correspondence 
on this subject. 

Mr. Ayres. Without objection, it is so ordered. 

(The matter referred to is as follows:) 


BEVERLY Hiuus, Cauir., June 18, 1983. 
Witi1am 8S. Mar.uiarp, 
House of Representatives: 

We urge immediate rescission of VA regulation concerning fees and charges 
effective May 18, 1953. Drastic effect of this regulation has stopped GI home 
building in California. Retoractive and discriminatory features of regulation are 
unfair to all concerned. 

GRANDVIEW BuiLpING Co, 


Nortu Hotuywoop, Cauir., June 18, 1963. 
Congressman WILLIAM S. MAILLuIARD, 
House of Representatives, Washington, D. C.: 
Urgent rescinding of May 18 order essential if GI home loan guaranty program 
is to be saved. 
K;RNEST A, BECKER. 


PASADENA, CauiFr., June 19, 1958. 
WiLLiAM 8. MAILLIARD, 
House of Representatives, Washington, D. C. 

This wire is my very strong protest to the Veterans’ Administration regulation 
of May 18, which has destroyed veteran housing finance. This regulation has 
defeated the intent of the act by attempting to control financing beyond the 
authority of the Administration. Immediate action to rescind vital. 

Tue MARLAND Co., 
Lee G. Marrs. 


San BERNARDINO, CauiPF., June 18, 1958. 
Congressmen WiiuiAM 8S. Mariurarp and HARLAND HAGawn, 
House of Representatives, Washington, D. C.: 

Imperative you rescind May 18 VA regulations. Absolutely impossible to 
finance any VA subdivision at par value. Present ruling can only result in our 
bankruptcy or necessity to sell subdivision at huge loss. Have many houses in 
present tract sold to qualified vets and CRV dated May 18 but impossible to 
locate any financing 

Henpricks & Dennetr Construction Co. 





San BERNARDINO, Cauir., June 18, 1958. 


Congressman WiLL1AM 8S, MatI.Liiarp, 
House of Representatives, Washington, D. C.: 

Urgent VA regulations regard May 18 be rescinded. VA-FHA financing non- 
existent. Government regulations must assure continual flow speculative capital 
our area. Lower FHA down payments imperative. 

VALLEY ASSOCIATES, 
JoHn Harvey. 


ANAHEIM, Ca.ir., June 18, 1958. 
Congressman Wiiiiam 8S. MaILiiarp, 
House of Representatives, Washington, D. C.: 


Three projects, totaling 430 houses, limited to model houses only, pending 
decision VA May 18 directive prohibiting warehousing, agreements covering 
sale of VA loans, etc., no funds available for Los Angeles area under restricting 
directives. 

Paut L, Pierce, Builder, 
8 


35186—53 
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San Bernarpino, Cauir., June 18, 1953. 
Hon. Wiiuram 8S. Marviiarp, 
House of Representatives, Washington, D. C.: 

VA discount regulations unworkable. No VA or FHA money available in our 
area now or at any time soon due to withdrawal of Government take-out fee 
regulations. Builders take huge losses or even bankrupt because Government 
without precedent make regulation changes which builders could not anticipate 
in advance. Urge approval project submitted for VA prior to May 18. Old 
basis FMNA 100 percent take-out restored immediate legal clarification so mort- 
gage companies over the Nation know where they stand. FHA down payment 
substantial lower on homes up to $12,500 if Government does not assure reliable 
flow of speculative capital or cut unnecessary regulations. 

Frank H. Hart & Son. 


San BERNARDINO, CaALiF., June 18, 1953. 


Congressman WILLIAM 8. MAILLIARD, 
House of Representatives, Washington, D. C 
Discount regulations issued by VA completely unworkable our area. No money 
available VA-FHA now or | year from now due to withdrawal Government take- 
out and fee regulations. Without precedent the Government requires builders go 
bankrupt or take huge losses because Government makes regulations changes 
which builders couldn’t possibly anticipate. Urge project submitted for VA 
appraisal prior May 18 be allowed old basis FMNA 100 percent take-out restored 
immediate legal clarification so mortgage companies nationally know where they 
stand, substantial lower FHA downpayments on homes up to $12,500 if Govern- 
ment doesn’t assure reliable flow speculative capital all other regulations unneces- 
sary. 
Bos F. Rosperts Construction Co. 
Bos F. Roperts. 


OAKLAND, Cauir., June 18, 1958. 


Representative Wintram S. Mar.uiarp, 
House Office Building, Washington, D. C. 


VA order of May 18 has further confused mortgage money picture so that in 
northern California it is impossible to obtain an advance commitment for a VA 
loan. Lenders want a clear indication of the Administration’s overall money 
and credit policies before making future commitments. FNMA regulations 


’ 


should be revised to incorporate the ‘‘One for one plan” which would help to free 
up the tight mortgage market. Why should they buy 4'-percent mortgages 
when Government bonds can be bought to yield 342 percent? In northern Cali- 
fornia starts and sales of homes are down; unemployment in the building trades 
is increasing. In fact we have cut our small crew of carpenters from 18 to 11, 
and our subcontractors will have to reduce their crew. We took out 32 building 
permits in Concord 60 days ago but 14 days ago we stopped placing foundations 
after the 24th foundation was poured. Prospective home buyers have become 
timid, so sales have fallen off materially. Republicans have been preaching free 
competition; free the builders to they can compete for mortgage funds. There 
should be no limitation of discounts or bank fees and charges. 
WiLpwoop AssoctrATEs, 
By Dean Morrison. 


ANAHEIM, Cauir., June 18, 1958. 
Congressman WiLu1aM 8. MAILuiArD, 
House of Representatives, Washington, D. C. 

Rescinding VA May 18 order regarding fees and charges necessary if VA 
program is to be saved this area. No funds available for Los Angeles area under 
present ruling. Our housing projects limited to model homes only, pending 
change in restrictive directive 

GRIFFITH Bros. BuILpDERs. 
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ANAHEIM, Ca.ir., June 18, 1963 
Congressman WILLIAM S. MAILLIARD, 
House of Representatives, Washington, D. C. 

Many builders our area being stopped on VA home programs due to May 18 VA 
order regarding fees and charges. No VA take-out money available this area 
under present ruling. Urgently request rescinding order regarding fees and 
charges request support of Fannie May ‘‘One-for-one’’ plan. 

Harry F. GIrrita, 
President, Los Angeles Chapter Building Contracts Association of Cali- 
fornia. 


San BERNARDINO, Cauir., June 18, 1953 
Hon. WiLttiAM MAILLIARD, 
House of Representatives, Washington, D. C. 

We have a number of homes sold to veteran buyers with reasonable value 
received after may 18 for which we are unable to find a lending institution that will 
make a veteran a loan We also have two subdivisions approved and insvected 
by the Veterans’ Administration with CRV issued before May 18 for which we 
can only find financing by paying 9 percent to obtain same. Please help. 


GORDON FIELDS 


CupERTINO, Cauir., June 17, 1958 
Hon. WittiAMS. MAILLIARD, 
House Veterans’ Affairs Committee, 
House Office Building, Washington, D. C 
In interests of good economy and well-being of every American we urge you 
to solicit House Veterans’ Affairs Committee to take immediate action to rescind 
VA fees and charges and save GI home-loan guaranteed program. Also approval 
and adoption of ‘‘1 for 1”’ plan in Housing Act of 1953. Imperative to relieve the 
distressed in mortgage market. The distress of building industry can be relieved 
if you will correct the chaotic conditions of FHA market and end discrimination 
now existent in down-payment requirements which should be no more than 10 
percent of sales price of home. Building industry is stagnated in this area because 
of inequalities in regulation. 
Caton ConsrructTion Co., 
G. F. BatLey. 


STANDARD BUILDING Co., 
San Francisco, June 16, 1958. 
Honorable Representative W1iLL1AM 8S. MarLuiarp, 
House of Representatives, Washington, D. C. 


Dear Sir: At the recent meeting of the board of directors of the National 
Association of Home Builders of the United States in Washington, D. C., on 
May 26, I had the pleasure of meeting you and discussing some of our local 
problems—particularly in financing—which would be greatly relieved by change 
in many of the outmoded regulations of the Federal Housing Administration, 
which are now 18 years old and require congressional action. 

Your sympathetic understanding of our problem and your sincere offer of co- 
operation in helping us solve them through congressional action impressed me 
greatly. I conveyed this impression to our local homebuilders’ organizations on 
my return and they were greatly pleased with your desire to help them solve our 
present financial difficulties which through our inability to get mortgage takeout 
money is hampering the local homebuilding problem, particularly the veterans 

The hearings on the housing bills have now started and we feel confident that 
you will do all in your power to give us help at this difficult time. 

Another very vexing problem, especially acute locally, and which I did not 
discuss with you at the time, is the order of May 18, 1953, issued by the Veterans’ 
Administration Loan Guaranty Division, a copy of which I am enclosing here 
with. 

As you are probably aware, mortgage money in California has always been a 
scarce item, and borrowers have always had to pay either a higher interest or a 
discount to secure same over that same condition in the more fortunate Eastern 
States 
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When the veterans’ 501 loan, used to finance veterans’ homes, was carrying a 
4 percent interest, we found it well-nigh impossible to get any financial institution 
to carry these loans at par. Discounts in the form of points varying from | te 7, 
or from 1 to 7 percent, were given by the builders to overcome the reluctance of 
the lenders to make the loans possible for delivery. The Veterans’ Administra- 
tion, knowing the condition of the money market, allowed this practice to exist. 
However, when they raised the interest rate to 44% percent about the Ist of May 
1953, they issued an order which is enclosed herewith, prohibiting this practice 
and making the builder certify that he is not allowing the lender any discount or 
points for the loan 

Unfortunately, through no fault of our own, eastern mortgage lenders on whom 
we depend locally for most of our mortgage takeout money are—even with a 
4%-percent interest—reluctant to take these loans at par today. In order to 
attract this money we must offer them from 1 to 3 points to secure mortgages on 
the homes that we sell to veterans. This order prohibits this and makes it im- 
possible for us to get any money at all for financing veterans’ homes. This is due 
primarily to the shortage of money and the Government refunding of its war 
debt at the present time, which has placed a tremendous burden on the money 
market 

Uuless this order of May 18, 1953, of the Veterans’ Administration is withdrawn, 
it will be practically impossible to build and sell homes to veterans in this area due 
to this reason 

\s a member of the House Veterans’ Affairs Committee, we urge you in behalf of 
the local homebuilding industry to use your good offices to have this order of 
May 18, 1953, rescinded when the matter comes before the committee on June 18 
and 19 

We wish to thank you in advance and express our appreciation for any assistance 
that you can exté nd to us on our housing problems 

Cordially vours, 
CarL GEeLLERT, Pariner. 


VETERANS’ ADMINISTRATION, 
Loan Guaranty Division, 
San Francisco, Calif., May 19, 1953. 
Loan Guaranty Information Bulletin No. L—128. 
To: All Lenders and Builders Participating in GI Loan Program. 
Subject: Fees and charges—Schedule effective May 18, 1953. 


Enclosed are the following: 

(1) New schedule of fees and charges effective May 18, 1953. 
2) New form of builder’s certification related to new schedule. 

Enclosed new schedule will be applicable to all VA guaranteed or insured loans 
on units with respect to which VA issues a certificate of reasonable value or master 
certificate on or after May 18, 1953. The new form of builder’s certification 
will be required to be filed covering all newly built or proposed units on which 
a certificate of reasonable value or master certificate is issued by VA on or after 
the effective date of the new schedule. 

In reference to each appraisal request now in this office, or incoming prior to 
your receipt of this advice, covering newly built or proposed units, you will be 
required to submit the new form of certification. With respect to such units 
on which appraisal requests have heretofore been submitted but on which certifi- 
cates of reasonable value or a master certificate was not issued prior to May 18, 
1953, the cases will be processed to the point of issuing such certificate, but the 
issuance thereof will be withheld until a new builder’s certification in the form 
prescribed herein is received. Builders having such cases pending are urged to 
submit the new certification promptly in order to avoid unnecessary delay. In 
doing so you should type a clear identification of the related units on the face 
of the certificate. As to future submission of appraisal requests, it will suffice 
to have the certification bear the same date as the related VA Form 4—1805. 
Certificates of reasonable value or master certificates will not be issued on or 
after May 18, 1953, on any units not covered by the new certification. 

The form of builder’s certificate printed on form 4-1805 is hereby rendered 
obsolete with respect to all appraisal requests on which a certificate of reasonable 
value or master certificate has not been issued prior to May 18, 1953. No change 
is being made in the lender’s certifications that are printed upon the application 
and loan-report forms. 
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It will be apparent to you upon studying these enclosures that the new schedule 
is designed to eradicate all practices which entail payment or absorption by a 
builder of any charge, fee, discount, or other cost which he might pass along to 
the veteran. That was precisely the purpose of the Congress in enacting section 
504 of Public Law 475, 82d Congress. While no particular practice is forbidden 
in and of itself, the express prohibition against payment of any fee or charge 
relative thereto, even though the payment may be contingent, is designed to 
put an end to so-called repurchase agreements, warehousing by builders, and 
those various arrangements of like purpose that have become widespread over 
the last year or more whereby discounts or their equivalent were passed along 
to builders or other sellers, including sellers of existing houses. 

It will be apparent at the same time that the new schedule and certification 
does not undertake to regulate such price differentials or discounts as may obtain 
in the assignment of GI loans between lenders, or between broker and lender. 
Free assignability is considered an attractive characteristic of a GI loan. Never- 
theless the new schedule and certification effectually bars the way whereby a 
builder might sell GI loans at a discount through a lender or broker affiliate and 
thus absorb a loss or added cost indirectly. Moreover, it is unlikely that any 
reputable secondary holder will prove willing in the future to buy 4% percent 
GI loans at a discount for which it cannot satisfactorily account to itself and, 
if need be, to others 

It is recognized as being entirely possible, particularly in the unsettled imme- 
diate condition of the loan market, that a particular builder or project may 
have difficulty in going forward under the tightened rules. It is hoped that 
condition will prove of short duration and that their ultimate ability to obtain 
par marketings of GI loans will improve rapidly as a consequence of the firming 
effect of the new rules. But if the disability is of longer duration in the case of 
specific builders, projects, or localities it must be recognized that the law con- 
templates, in directing that appropriate limits be prescribed, that those who 
cannot operate within those limits are thereby barred 

Administrative advices and solicitors’ opinions issued by the Veterans’ Admin- 
istration in connection with particular loan originations or sale arrangements 
under the provisions of the local fee schedules which have been superseded by 
the new schedule were predicated on the precise provisions of the applicable 
schedules effective at the time those advices or opinions were rendered. Under 
such circumstances all lenders are cautioned that some of those advices will 
cease to have any applicability whatsoever under the attached schedule (e. g., 
advices or opinions concerning the legal permissibility of ‘‘repurchase’’ agree- 
ments) and that others will have only limited applicability 

DuaANE Y. SARLES, 
Loan Guaranty Officer 


[Enclosure to VA Information Bulletin No. L-128} 


VETERANS’ ADMINISTRATION SCHEDULE OF MAxiIMuM FEES AND CHARGES 
APPLICABLE TO ALL VA GUARANTEED OR INSURED HOME LOANS 


(Effective May 18, 1953) 

This schedule is issued pursuant to the provisions of section 504 of the Housing 
Act of 1950, as amended, and section 36:4312 of the VA Loan Guaranty Regula- 
tions promulgated under title III of the Servicemen’s Readjustment Act of 1944, 
as amended. Such schedule applies to all VA guaranteed or insured loans on 
units with respect to which the related VA Certificate of Reasonable Value or 
Master Certificate is dated on or after May 18, 1958. If such loans are made to 
finance the purchase of new (not previously occupied) dwelling units the schedule 
applies also to the charges and fees paid or to be paid by the builder in connection 
with the financing of such units. 

A. Charges payable by the builder for construction financing (other than on a 
construction loan guaranteed or insured by VA): 

(1) On construction advances the following charges are authorized: 

(a) Interest not in excess of 5 percent simple interest per annum on 
funds actually disbursed; 

(b) A service charge not in excess of 2% percent of the total sum 
actually disbursed; or 

(c) Any combination or variation of (a) and (b) above which does not 
result in a gross charge in excess of the aggregate maximum thus pre- 
scribed. 
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2) In cases wherein the builder does nct obtain a construction loan, i. e 

ishes his own construction financing, the use of the builder’s funds shall 

the purposes of ( e deemed to « cost to the builder 
equal to the aggregate maxim res ed ji 1) b 

3) Nothing in s paracral or anv certification as to compliance here- 
vith, s interpreted t eclude a lender from charging or a builder from 
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b) Fees required be paid to VA assigned appraisers and compliance 
inspectors; 
c) Reasonable and istomary amounts actually incurred and paid 
out for various technical rvices iscellaneous expenses within 
those categories listed in paragrap 1) below and 





(d) Such amounts as may be charged the builder under ordinary trade 
usages by suppliers of materials or equipment. 

(e) Any commitment fee of the Federal National Mortgage Associa- e 
tion. 

f) Lien and completion bond premium, or fee for builders’ control 
services (but not both) rendered by an independent agency, such fees 
not to exceed 1% percent of the contract funds actually disbursed to or 
on behalf of the builder é 

Bb. Charges against the veteran: 
1) On VA guaranteed or insured loans the veteran may pay reasonable 
and customary amounts for any of the following items: 

(a) Fee of VA appraiser and of compliance inspectors designated by 
VA. 

(b) Recording fees and taxes paid to public official 

(c) Credit report. 

(d) That portion of taxes, assessments and other similar items for the 
current year chargeable to the borrower and his initial deposit (lump-sum 
payment) for the tax and insurance account 

e) Hazard insurance required by section 36:4326 of the Regulations. 

(f) Survey. 

q) Title insurance 

(h) Tax service. 

t) Termite Inspection Report Fee (not to exceed $7 





en <r 












00). 









2) In addition to the items in (1) immediately above the veteran may pay 


the lender a flat charge not exceeding 1 percent of the loan amount, or $50, 
whichever is greater, provided that such flat charge shall be in lieu of all other 
harges relating to costs of origination not expressly specified and allowed in 
this paragraph. 

3) On VA guaranteed or insured construction loan cases, the veteran may 


£ 


pay the lender a charge for supervision and inspection during the course of 















construction of not to exceed 2 percent of the amount of the construction 
loan or il lieu tl ereof the veteran or general contractor pay either (but 












not botil the premium for a lien and con ple tion bond or builders’ control 
rence. such fee not to exceed 1]! percent of the con- 
struction contract. Collection of the 1 percent flat charge authorized by 
paragraph B (2) above shall not preclude collection of the charge authorized 
by this subparagraph. 
4; Any disbursements or charges authorized or allowed to be paid bv the 
veteran may be paid by him in cash or its equivalent or may be paid out of 
+} 







fee of an independent 





















e proceeds of the loan 

©. Any charge, fee, commitment or discount arrangement agreement or sale 
which results airectly or inuirectly in the imposition upon or absorption by, the 
builder or other seller, or the veteran, of any cost in addition to or in excess of 
those amounts expressly autherized or allowed | ’ 
prohibited pursuant to the provisions of section 504 of the Housing Act of 1950, 
as amended provided that nothing herein shall be construed to prechide reason- 
able and customary charges for bona fide real estate sales brokerage 

> 


D. Nothing in this schedule applies to section 502, 503, or 507 loans. 


Duane Y. SARLEs, 
Loan Guaranty Officer. 







vy this schedule is hereby expresslv 











Distributior All lending institutions in northern California area. 
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BUILDER’S CERTIFICATION 


The undersigned has read fully the provisions of the Veterans’ Administration 
Fee Schedule effective May 18, 1953, as to all VA guaranteed or insured home 
loans and hereby certifies that in connection with the finanei: g of the construc- 
tion and sale of those dwelling units included in the appraisal request which 
this certification accompanies, or which are listed hereon, which the undersigned 
hereafter may sell with the assistance of financing guaranteed or insured by the 
Veterans’ Administration under title III of the Servicemen’s Readjustment Act 
of 1944, as amended, the undersigned has not paid or absorbed and will not pay 
or absorb any charges or fees in excess of or in addition to those expressly author- 
ized by the said schedule. It is understood and agreed by the undersigned, in 
making this certification, that the payment or absorption by the undersigned of 
any fee, charge, discount, warehousing fee, or commitment fee directly, or in 
directly through a wholly or partially owned affiliate or subsidiary, in excess of or 
in addition to those amounts or percentages expressly authorized, is prohibited 
by section C of the aforesaid fee schedule. 

The undersigned further acknowledges that it has made the above certification 
to cause the Veterans’ Administration to issue evidence of guaranty or insurance 
credit, pursuant to the provisions of title III of the Servicemen’s Readjustment 
Act of 1944, as amended, and is made in full cognizance of the provisions of 
section 1001 of title 18 of the United States Code which provides that the making 
of a false statement or representation willfully to any department or agency of 
the United States with respect to any matter within its jurisdiction shall be a 
criminal offense and subject to the penalties therein prescribed. 


(Name of builder) 
Attest: 


By: 
(Title) 


(Title 
Date: 


Unitep States SAVINGS AND LOAN LEAGUE, 
Washington 5, D. C., June 17, 1953 
Hon, WinLuiAM 8, MAILLIARD, 
House Office Building, 
Washington 25, D. C. 

DEAR CONGRESSMAN MAILLIARD: As a member of the Veterans’ Affairs Com 
mittee you will, I am sure, be interested in the recent activities of the United 
States Savings and Loan League in support of the GI home loan program, Savings 
and loan associations have always been strong boosters of this program and have 
advanced over $5 billion in GI loans during the life of the program. 

Perhaps of greatest interest is our recent telegraphic survey indicating that 
savings and loan associations will make 76 percent more GI loans in the latter half 
of 1953 that in the last half of 1952. The details of this survey are included in 
a news release, copy of which is attached 

Before the interest rate was raisea to 445 percent, the league pledged that its 
members would actively support the program at the adjusted rate. The very 
day the rate increase was announced we renewed that pledge. I am enclosing a 
copy of a statement made at that time by Charles L. Clements, president of the 
league. A few days later when our executive committee met, we developed a more 
comprehensive program for the promotion of GI loans which is set forth in another 
press statement which I am enclosing. 

We are appointing a special committee of 100 savings association executives 
which will constitute our ‘committee to promote home ownership among veterans.” 
It will be the function of this committee to promote GI lending generally and to 
attempt to channel a greater volume of GI lending into the rural areas. We are 
now attempting to develop some special programs of liaison between VA officials, 
veterans’ organization posts, and our State and local trade groups to develop 
better means of getting GI loans in the less populated areas. 
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Finally, we have developed and distributed to all savings and loan associations, 
and made available to other lenders, the enclosed pamphlet entitled ‘“‘GI loans 
are Good Loans.’’ This pamphlet urges lending institutions to make more Gl 
loans and explains why GI loans are ‘“‘good business.”’ 

I am just sending you this material to show you how sincerely we in the United 
States Savings and Loan League are working for the improvement and expansion 
of GI lending. If you have any questions, or suggestions as to how we can 
better serve the veterans, I would appreciate hearing from you. We feel that 
Congress has worked hard to develop a sound and favorable program for veterans 
home ownership and we want to do our part in carrying this program through 
to greater success. 

Sincerely yours, 
STEPHEN SuiipnHer, Staff Vice President. 


' 
News Re.LeasE By United Srares Savinas AND LoAN LEAGuE, CaicaGo, ILL. | 
The United States Savings and Loan League today hailed the rise in interest | 


rates on GI home loans, and said the action would break the bottleneck on loans 
to veterans. 

The league, through its president, Charles L. Clements, also announced it would i 
undertake a drive among its more than 4,000 member savings associations and 
cooperative banks ‘‘to put the GI home loan program back in high gear.” 

Clements, commenting on the Treasury’s announcement boosting the GI rate 
to 4% percent, declared that the increase automatically places tens of thousands 
of veterans in what he described as the “effective home-buying market.”’ 

“The downpayments to buy homes required under the GI program are sub- 
stantially under those required by lending institutions on other types of loans,”’ 
he asserted 

In recent months, downpayments on GI loans have averaged 13 percent of 


sales price. Meanwhile, downpayments on conventional or non-Government- 
aided loans have averaged 30 percent of sales price 

The league president praised the interest rate hike as “‘a courageous step” 
along 1 road back to a free economy. 

A prediction made by the savings and loan leader was that the rise in the GI 
interest would revitalize the postwar home-building boom and thereby bolster 
the entire economy 

As a result of the increase in the rate 153 may well turn out to be the second 
biggest residential home building vear in history,’ said Clements. 

lie pointed out that home building is off to a fast start in 1953, and added 


“With the aid of higher GI interest rates, the chances are favorable that home 
production will approach 1,200,000 houses and apartments.” 
The figure forecast by Clement would exceed every previous building year 


except 1950, when there were 1,396,000 housing starts. Last year was the 
second biggest building year on record, with 1,131,400 starts. 


Clements said that the step-up in home building would help strengthen the 


overall economy, and would help to take up any slack resulting from a decline in 
defense spending. | 





News RELEASE BY UNITED Srates Savincs anp Loan LeaaugE, CHICAGO, 
Inu., May 12, 1953 












The Nation’s savings and loan associations and cooperative banks will earmark 
a billion dollars for GI home loans during the remainder of 1953, according to an 
announcement by Charles L. Clements, president of the United States Savings and 
Loan League 

Clements made the announcement after the close of a meeting of the league’s 
executive committee during which plans were laid for an extensive drive to boost 
GI lending among the trade organization’s 4,000 member institutions. 

The league president pointed out that the increase last week in the interest 
rate on GI loans to 4% percent had removed the “marked competitive disadvan- 









tage’’ of veterans home loans to other type of mortgages and investments. 

“The new rate,”’ he added, ‘‘will permit our institutions to place more of their 
funds in GI loans than has been possible for the past 2 years.” Clements is presi- 
dent of the Chase Federal Savings & Loan Association of Miami Beach, Fla. 
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The league president also disclosed that a special committee of 100 savings 
association managers would be appointed to carry the drive for GI lending into 
all areas of the United States. 

‘‘We intend to make a determined effort to funnel GI funds into those rural and 
less populated areas where veterans loans have always been difficult to secure,’’ 
he said. 

He said that league leaders will seek an early meeting with officials of the 
Veterans’ Administration and the major veteran organizations to work out details 
of a lending program for the areas of small population. 

Clements recalled that back in 1945 when the GI plan was introduced, the 
United States league took the lead in urging its members to participate in the 
program, with the result that savings associations made 80 percent of all GI 
loans during the first 6 months of the program. 

“Since the national administration has provided a realistic interest rate on GI 
loans, it is now up to lenders to make sure that. the GI program moves ahead with 
new life and vitality,’’ he said. 

The member institutions led by the United States league comprise the largest 
segment of the home-financing business Last year, these institutions made 36 
percent of all home loans. Sinee World War II, they have made nearly 900,000 
GI loans. 





News RELEASE BY UNITED STATES Savinas AND LOAN LeaausE, Cuicaago, ILL., 
JUNE 7, 1953 


A big expansion in home lending for veterans is being mapped by the Nation’s 
savings and loan associations. 

That optimistic report came today from the United States Savings and Loan 
League which said that the estimated GI lending by savings associations during 
the second half of 1953 will be nearly twice that of the same period last year. 

teporting on the findings of a n¢ ationwide tele graphic survey of more than 200 
savings institutions in every section of the country, the league disclosed 

1. The rate of GI home lending, on a national average, will run at the rate 
of more than $100 million a month for the second half of this year, as com- 
pared with $58 million monthly for the second 6 months of 1952 

2. The most noticeable expansion in GI lending by savings associations 
will take place in the East, the Southeast, the Southwest, and the Midwest, 
with at slower pace of increase in States bordering the west coast. 

3. In general, the most rapid revival in GI lending will occur among the 
larger institutions in the bigger metropolitan areas. 

1. More than 80 percent of all savings associations are planning to make 
GI loans in the coming months, although the volume will vary percentage- 
wise from institution to institution. 

5. A substantial number of institutions which were out of the GI program 
entirely in 1952 are planning to return. 

6. Because the announcement of the rate increase on GI loans was an- 
nounced only a month, some institutions still have not determined the extent 
of their participation in the program. 

The results of the telegraphic poll, re ‘lease d today by the United States League, 
were described as “greatly encouraging”’ by Norman Strunk, league executive 
vice president. 

He said the favorable response reflected in part efforts of a month-old cam- 
paign now being conducted by the league to encourage greater participation in 
the GI program by the trade organization’s more than 4,000 member savings 
institutions. 

Strunk said that the poll was taken to secure “documentary proof” that the 
GI loan program is rolling again, and to counteract reports that the hike in GI 
interest rates is failing to bring mortgage lenders back into the market. 

The league official pointed out that while other types of mortgage lenders 
are still reluctant to reenter the GI program, “There is every indication that most 
savings associations are moving back into the GI market quickly. 

“It is true that a little time will be required in order that some institutions 
become reaccustomed to making GI loans once more,’”’ said Strunk. ‘‘However, 
reports and predictions that the program will continue bogged down are inac- 
curate and premature.” 

The league survey disclosed a broad disparity in the GI lending plans on the 
part of many of the institutions participating in the coast-to-coast telegraphic 
poll 
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Some institutions, whose volume of GI loans had dropped to the vanishing 
point in recent months, revealed plans for increases ranging upward of 1,000 
percent 

On the other hand, some associations in the eastern seaboard States and the 
New England States who had remained active in the GI market, promised gains, 
although on a less spectacular scale 

In some of the smaller towns, the heads of savings associations expressed a 
willingness to make the loans at the rate now prevailing but complained of a lack 
of savings 

Throughout the Midwest and most of the South, savings associations generally 
indicated plans to either reenter the GI program, or to expand their GI volume of 
last vear 


AssociaATED Home Bui_pers or NORTHERN CALIFORNIA, 
San Francisco 8, Calif., June 16, 1958. 
Hon. Witiiam 8S. MatILuiarp, 
Re presentative in Congress, 
New House Office Building, 
r Washington, D. C. 

Dear Mr. Maruurarp: Sorry I missed you when I was in Washington for the 
May meeting of the directors of the National Association of Home Builders. I 
understand, however, that one of my directors, Carl Gellert of San Francisco, 
did see you the next day 

We talked with your executive secretary while we were there and mentioned 
that the national association had a legislative program which would be introduced 





shortly He metioned that we should notify you of its contents and when it 
Was in the “hopper 
It is our understanding that hearings on the housing bills started Monday, 
Lé The most important phases of this legislation are as follows 
Lower FHA downpayments: This is important in order that middle and 
I 1come buyer lg | ble to afford the security of homeownership. 
2. The FNMA plan: This is necessary to give some relief to 
ext ely tight mortgage market 
Chen, the e really serious matter that must be taken care of immediately 
if the GI program of loan guaranties is to be salvaged is the withdrawal, at once, 
of the Veterans’ Administration’s May 18 directive re fees and charges. 


lhe several hundred northern California builders represented by this association 
will appreciate your support in the above matters 
Sincerely, 
Wituram E. GIs, 
Executive Vice President. 


Mr. Maruuiarp. As near as | was able to find out, my State of 


California has probably been hit hardest with the possible exception 
of the Texas area. I attended a meeting about a week ago up in 
South Dakota, and I think I was the only person there from the Vet- 
erans’ Affairs Committee, with the result that I had people from al- 
most every State in the Union after me on this thing. 

[ would like to read a part of a letter from Carl Gellert, who is a 
partner of Standard Building Company of San Francisco, in my 
district. In one paragraph of this letter he says: 

Unfortunately, through no fault of our own, eastern mortgage lenders on whom 
we depend locally for most of our mortgage take-out money are—even with the 
4% percent interest—reluctant to take these loans at par today In order to 
attract this money, we must offer them from 1 to 3 points to secure mortgage on 
the homes that we sell to veterans. This order prohibits this and makes it im- 
possible for us to get any money at all for financing veterans’ homes. This is due 
primarily to the shortage of money and the Government refunding of its war debt 
at the present time, which has placed a tremendous burden on the money market. 
Unless this order of May 18, 1953, of Veterans’ Administration is withdrawn, it 
will be practically impossible to build and sell homes to veterans in this area. 

| read that because it is a rather clear statement. But I have tele- 
grams here from practically every village and town in the State, and 
not just my own district. Would you express an opinion as to whether 























ae 


FEES AND CHARGES—GUARANTEED HOUSING LOANS’ 149] 


that is a fair statement? I mean, if what these people say is correct, 
there just will not be any money. 

Mr. Kina. I have no right to assume that he or anybody else does 
not understand the scope and application of our nas en But | 
would like to use this chart ] have here to explain to you, sir, just what 
factors he is dealing with, this contractor. I can show vag ways that 
money can be obtained in California, not perhaps in supply under 
forced draft, but within reason. May I? 

Mr. Mariuiarp. | don’t quite understand you, within reason. As 
you know, these builders in California, and Standard is a good example, 
quite a few of them have been building in fairly sizable quantities 

Just because there might be some money available, perhaps from 
your building and loan associations, is no solution to their problem at 
all. As the chairman has pointed out, what we are concerned about 
ls the veteran vetting housing. He is not soing to get housing in 
quantity that will heed the needs of a State that 1s growing as fast as 
we are in population, by picking up individual loans from various 


building and loan societies. These construction people, if they are 


or » to do the job, have to be able to do it in quantity mei move fast, 


or else their costs go up and the veteran in my opinion ends up by 
paving more for a house than he would if they were allowed to go ahead 


under the reneral procedures they followed in the past I do not 
know what your chart will show, but if it shows a complicated way or 
a difficult way of financing these houses, I do not oan ‘ that improves 
the situation The point lam making is that, they have to be able to 


do it with some facility, if they are going to provide sukeeliate housing 
at a price that is reasonable. 

Our costs are very high out there, as you know, and we have had 
difficulty keeping the cost of our veterans housing within reason under 
the present circumstances. 

Mr. Kine. The supply of money for residential construction in 

California, as I think I mentioned previously to this committee, is prob- 
bie as hard to come by as it is in any section of the country. That is 
due to the fact that California money got exhausted or near ex- 
hausted, or felt that it was at a saturation stage early in the picture. 
There is very keen competition in building in California. The Cali- 
fornia competition for money for building has done more to diseffect 
this market condition than the influence coming from any other single 
area. The lowest discounts on GI loans that have been quoted to me 
have come from California. In Denver- 

Mr. Maruurarp. The lowest discounts or the largest? 

Mr. Kine. The highest discounts, the lowest price for GI loans, 
pardon me. In Denver, Tuesday, I was advised by people on the GI 
loan staff from California that 4- -percent loans were being bought at 
91. It was California, primarily, that lashed the Congress, or what it 
got in the way of reports from California, that lashed the Congress 
into putting out section 504 in the first place, I happen toknow. Iam 
trying to do only this: I am trying to put a se nsible inte rpretation upon 
the administration of laws given to me by the Congress, or given to 
the Veterans’ Administration by the Congress to administer. [f it is 
the wish of the Congress that builders in California shall be allowed 
to get money at whatever they can pay for it, we can follow that, too. 

Mr. Maiuuiarp. What would the objection be to such a position? 
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Mr. Kine. They have to get it in the price of their product some 
way ultimately. If the discounts are wide enough, and if you let 
them all compete, they can bring out— 

Mr. Maruiarp. If that is such a danger to the veteran, why do you 
bother to have appraisers? The law, it seems to me, puts the require- 
ment upon the Veterans’ Administration to see that the veteran pays 
a reasonable price for the house. 

Mr. Kine. The Veterans’ Administration exercises its appraisal 
jurisdiction through human beings, and human beings have varying 
amounts of courage and competence. I will leave out integrity because 
I think it should be left out in the case of about 99 out of a hundred 
people. 

Mr. Ayres. We brought out yesterday in the testimony, Mr. King, 
that the large project builder in some instances can build a house 
that would be appraised at a certain figure for less money and have 
more profit in it than the man who is building, maybe, 4 or 5 houses. 

Mr. Kina. Yes, sir. 

Mr. Ayres. So it may be, as Mr. Turbow of Florida put it, it is 
not the discount but the loss. 

Mr. Kina. Yes, sir. May I add one statement, Mr. Chairman, to 
what I was explaining to the Congressman? 

Mr. Ayres. Yes. 

Mr. Kina. In an area where discounts are high, the corresponding 
increase in the temperature of the pressure on VA offices makes it 
very hard for those individuals, hard-pressed as it is, to hold the line. 

Mr. Ayres. Mr. King, I have before me the testimony that was 
presented to the Banking and Currency Committee which of course 
has the jurisdiction over the changing of that law. I think in view 
of the position they have taken, that we can view this in a more 
intelligent light and realize that something is going to be done. As 
I said before, I respect the judgment of Mr. Wolcott in this field. I 
would like to quote his testimony. Mr. Spiegel was on the stand 
and he said: 

I might point out, Mr. Chairman, that Mr. King in his testimony before the 
Senate Banking and Currency Committee the other day said he was not satisfied 
with the impact of that regulation. 

This Mr. Wolcott speaking, the chairman. I presume he was in 
the Chair. 

Why did he change it in the first place? 

He changed it in the first place because a couple of members of the Veterans’ 

ffairs Committee claimed they were conducting rackets under it and they 
insisted that it be changed. According to my interpretation of it, the only way 
it can be corrected is to convince these two gentlemen that it is not a racket, 
either that or write this 504 in such simple language that Mr. King will feel 
obligated to do what we intended to do, notwithstanding the protest of two 
Members of Congress. That is the gist of the whole situation. I feel that he 
can do it with the full support of this committee notwithstanding the criticism 
of these two Members of Congress. The VA program worked before this 
regulation. It is frozen stiff right now because he put in the regulation— 


Meaning you, Mr. King- 


I am told also that that regulation was made as a protest against the increase of 
veterans rates. If that is going on, there isn’t anything for this committee to do 
but to take cognizance of it and to write the language in such simple form that 
even the Administrators of the VA Act will know what we are talking about. 
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Mr. Spiegel said, “I think that is fine, Mr. Chairman.” 

If they are taking that position, and they are the ones who have the 
authority, then this committee being big enough to recognize the 
problem, I think perhaps we can assume that it is going to be rescinded. 

Mr. Kine. Mr. Chairman, may I supply what perhaps is unneces- 
sary here. VA did not act on the motion of two gentlemen from 
Congress. 

Mr. Ayres. [ realize that, Mr. King. 

Mr. Kina. VA cannot act now upon the motion of two gentlemen 
from Congress. However, as I have stated quite freely in the discus- 
sions that have ensued since this problem was broken publicly and 
thus discouraged resumption of participation by capital, VA is willing 
to work toward a modification which is acceptable to a representative 
segment of congressional thought. We have not defined what we 
would consider. I am_ probably speaking personally now rather 
than officially for VA. We have not defined what we would consider 
a sufficiently representative section of Congress. I will do so on the 
record or oft the record, but I prefer to go off the record. 

Mr. Bontn. Mr. Chairman? 

Mr. Ayres. Mr. Bonin. 

Mr. Bontn. To whom did you speak, Mr. King, about this May 18 
directive? 

Mr. Kina. I talked to a great many people, Congressman Bonin, 
a great many people. 

Mr. Bonin. I am assuming that these conversations, did they take 
place between May 2, as I recall the effective date of the 44 percent 
interest rate—May 2? 

Mr. Kine. A number of them did occur to take place during that 
period, Congressman. 

Mr. Bonin. I would like to know some of the people that you 
actually spoke to. 

Mr. Kina. It would be easier if you told me a little more par- 
ticularly what—— 

Mr. Ayres. Will the gentleman yield for a moment? 

Mr. Bonin. Yes. 

Mr. Ayres. Did you talk to anyone who was a member of the 
Veterans’ Affairs Committee? Or more specifically, since, by in- 
ference I have been referred to here in the testimony, did you talk 
to me? 

Mr. Kina. I talked to the entire Veterans’ Affairs Committee, Mr. 
Chairman. 

Mr. Bontn. About this May 18 directive? 

Mr. Kina. Yes, sir. 

Mr. Bonin. When? 

Mr. Kina. On May 12. 

Mr. Bonin. Did you hear that testimony? 

Mr. Mariurarp. No, I certainly didn’t hear it. We discussed this 
general problem here in hearings, and I think Mr. Ayres referred to 
them. But I certainly do not recall anything that looked like this 
directive being discussed. 

Mr. Ayres. Let’s put it this way: Did you inform any member of 
the Veterans’ Affairs Committee that the directive was going to be 
issued? 
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Mr. Kina. Yes, sir. I informed the entire committee and gave 
each member of the committee a copy of what is essentially the exact 
directive that was issued in advance of its issuance. 

Mr. Bonin. That was at a hearing held in this room? 

Mr. Kina. That is true, Congressman. 

Mr. Ayres. Mr. King is referring to the issuance of the release in 
advance of its actually going into effect. But my question is this, 
Mr. King: Did you sit down with any members, individually or col- 
lectively, and state in so many words that you were going to issue a 
directive that would eliminate discounts? 

Mr. KING. Yes, sir. 

Mr. Ayres Rees 3 testimony I want to see. 

Mr. Kina. I believe you can procure it in a very few minutes by 
just asking Colonel Standish or whoever is responsible. 

Mr. Ayres. He has already departed to get your words. 

Mr. Kina. Fine. 

Mr. Mailliard? 

Mr. Maruutarp. I still do not quite understand why, in view of 
your testimony to us earlier back in April, where you made quite a 
case for the flexibility that is involved in the discount practice, this 
complete reversal, I still have not heard anything that explains that 
to my satisfaction. 

Mr. Kina. I read a statement here earlier, Congressman, in which 
I endeavored to set forth the essentialities of that approach, and the 
reason for our approach. 

Mr. Maivuiarp. There are a lot of words in there, but I still do 
not see the answer. What happened within a period of less than a 
month to apparently reverse your personal views entirely on this 
question? If it was not your decision but somebody else’s, I think 
we are entitled to know that. I think you gave us a pretty good 
defense of the discount practice, and then you forbid it within a few 
weeks, 

Mr. Kine. What can or cannot be done by an agency in the dis- 
charge of a particular law has to depend, as you realize, rightfully 
upon the setting in which it takes its action, and upon the public 
acceptance of that setting. I tried to tell you that, as a result of the 
argument and climate engendered by the discussion of the use of the 
discount practice as an alternative to raising the rate, it became the 
popular conception that the use of a discount system was a subterfuge 
and was not action that a Government agency should entertain. It 
was more or less brought out that the VA was responsible for and 
sponsoring a vicious system by way of shutting off the apparent and 
necessary step of raising the interest rate 

Mr. Mamutarp. You say it became a popular thing. Are you 
referring to some of the comments that were made here by members 
of this committee to that effect? 

Mr. Kina. I have reference to them, Congressman, but they were 
not out of tune with the comments that were being leveled from all 
sides. 

Mr. MariuiarpD. So in other words, this reversal of position within 
a very short period of time was simply yie ‘iding to what you felt would 
be public pressure and public opinion? It did not represent a judg- 
ment as to what was necessarily the best thing to enable veterans to 
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get homes as the law intends? What I am looking for is a reason which 
has to do with your official professional responsibilities in your job. 
| have not heard one vet. 

Mr. Kina. It was decided that the increase in the interest rate 
warranted and recommended, or made desirable, an effort to attempt 
to screen these discount practices out of the picture at the time. I 
am a little nonplussed by your statement you have not heard a single 
reason. I think I have given a number. 

Now I will give you one here as an example of those I have given. 
I can assure you that a sizable segment of money which we would 
have liked to encourage to participate in the GI loan program found 
the discount system very distasteful, and they had been indicating 
to us for many months past that they would like to see it elided or 
curbed in some manner. 

Mr. Maruuiarp. You mean they gave you the impression that if 
that were curbed they would then come into the market? 

Mr. Kina. Precisely, Congressman. 

Mr. Maruuiarp. Have they done it? 

Mr. Kine. Some of them came into the market but were discouraged 
by the overhang and the fact that their par offering was confronted 
with a willingness to sell under par and, as I pointed out earlier, their 
changes or shifts of position in that regard are quite understandable 
in view of what is happening to money or what has happened to 
money in the interim. 

Mr. Maruirarp. Mr. King, these things have not moved that fast, 
if I understand anything about the money market. You must have 
been perfectly conscious of this overhang at the time you put out this 
order. 

Mr. Kina. Yes, sir; we knew of the overhang, but it was antici- 
pated that it could be digested more readily had there not been what 
I respectfully submit were rapid changes in the money market. For 
example, Treasury 3\’s announced on April 8 or April 9 were five 
times oversubscribed. It was predicted they would be on a premium 
basis shortly. Within a very short time they were on a discount 
basis. 

Me. Maruurarp. This all happened before May 18. 

Mr. Kina. In a very short time lenders took another look at the 
situation and were aware that the Treasury had some $30 billion in 
turnover facing them ahead this year, and that their policy was to 
get it at the market rate, and so these lenders decided they better 
watch and wait to see where things were going. 

Long-tecm Governments, apart from the 3\’s, went way down the 
scale. 

Mr. Maruuiarp. We are all aware of what actually happened. I 
mean there is nothing new about that. I do not think it was entirely 
unanticipated as of the time that your order came out. Ido not want 
to prolong this. I would like to ask one direct question. Can you 
guarantee to us, can you tell us honestly, that this order was not an 
effort on the part of the Veterans’ Administration, to vindicate its 
previous position against increasing the interest rate? I must say, 
it looks suspiciously like that to me. 

Mr. Kina. Let me put it this way: I could say a lot about that, but 
let me put it this way. Iam informed and intelligent enough to know 
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that this thing would be attacked. I am not unintelligent enough to 
go ahead in the face of motivation that would be i improper, because it 
would have been detected. Now, those things were apparent to me 
in advance. Moreover, and may I go off the record, I was told of a 
newspaper report in which it was said that I wanted te get back at the 
committee, this particular committee. Now let me tell you that I 
have testified before this committee for some 8 years past, I have been 
in almost constant touch with its staff members, I have had every 
measure of kind, considerate, cooperative treatment from it, and I 
would be the last man to take action which was vindicative in relation 
to this committee. 

Mr. Maruurarp. I think this committee certainly was not involved 
in the decision to raise the interest rate. As a matter of fact, it was 
our position we wanted to know a little bit more about the situation 
before any change was made. 

Mr. Ayres. We requested a 30-day waiting period until we could 
make a report back. In reference to Mr. King’s testimony, that 
morning we were discussing a number of things with General Gray 
aside from that, and so that Mr. King’s position is very clear on this, 
I will quote his exact words. He says: 

We do not see in that statute— 
he is referring to section 504 
any authority which enables us to control nor do we think it practicable to control 
the discounts that passed between lenders. I would like this committee to know 
that the maximum action which we think we can take is action purposed to 
avoid passing that discount through the builder and thereby through the builder 
to the veteran. 

Our proposed action, which it is likely will be forthcoming in a matter of hours, 
will be along those lines. 

Mr. Kina. Yes, sir, Congressman. 

Mr. Chairman, you refresh my memory. In that testimony | 
brought before this committee the fact, in response to its request 
for information on the point, that maximum action on the part of 
VA was proposed and was pending, maximum action. But I pro- 
tected the Veterans’ Administration by making it clear that that 
maximum action was not proposed to affect the play of discounts on 
this side of the page of this chart that I now show you. I told the 
committee that that action would be forthcoming very shortly, and 
at one point I said that if it was the wish of this committee that it 
be held, I would convey that to the General. I heard nothing to 
indicate that it was the wish of the committee that the action be held. 

Mr. Maruuiarp. What was the date of that? 

Mr. Ayres. May 12 was the date that hearing was held. 

I will agree with you, Mr. King, it would have been advisable to 
come back with the question, are you going to eliminate discounts. 
My question was never asked. But apparently you thought our 
interpretation of the maximum that you could do under the law 
would be just what you did, issue the directive which you have 
testified did eliminate discounts. 

Mr. Kine. Mr. Chairman, I took the only conduit open to me to 
advise that VA proposed maximum action, and there was no dis- 
position to ask that such action be considered further, reviewed or 
withheld. 
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Mr. Ayres. To get at the crux of the problem, Mr. King, will you 
on the recommendation of congressional committees, whether it be 
the Banking and Currency Committee or whether it be this committee, 
Veterans Affairs Committee, feel that you have the right to make 
changes in the May 18 order without additional legislation? 

Mr. Kina. I would like to answer this way, Mr. Chairman: The 
VA has no wish to be uncooperative. The VA has the wish to be 
cooperative. The extent to which VA can cooperate under the law 
depends upon entirely, or at least in major part, the nature of the 
proposals that are to be entertained. Is that perfectly clear, Mr. 
Chairman? I do not want to be nebulous about that. In other words, 
if the proposal 

Mr. Ayres. You are saying in essence, if it is the wish of the 
Congress you are going to attempt to cooperate without being unduly 
technical. 

Mr. Kina. Yes, sir. But let me put it this way, to pick an 
absurdity: Suppose you said, “Eliminate section 504.’’ I would tell 
you, “I am sorry, I would be glad to cooperate but I cannot do it.”’ 
It would be perfectly plain to you that I could not. Now, as between 
where we are and where, maybe, the point at which reconsideration 
of these things indicate we should go, there is a point at which we 
cannot cross the line because section 504, which we are required to 
give effect to, may prevert us from crossing that line. 

Mr. Maruurarp. ‘Would the gentleman yield a moment on that 
point? 

Mr. Ayres. Yes, sir. 

Mr. MaruuiaArp. Is there anything in section 504 which would 
require you to disallow discounting practices? It seems to me it is a 
little bit difficult even to apply section 504 to discounts. I am not a 
lawyer, but I think even that could be opened to question. 

Mr. Kina. I can envision myself, Congressman, being before a 
congressional committee if I did not eliminate discounts, being called 
upon to explain to the committee why I deliberately defeated the 
purpose of the Congress by leaving the door wide open to discount 
practices which afforded a broad highway through that purpose of 
Congress. 

Mr. Mar.urArp. Of course, there is a question of method here, as 
I have indicated before. I think that the discount practice can be 
controlled by proper appraisal, whereas some of these other practices 
cannot because they are added on to the value of the house. But the 
discount practice is directly related to the proper appraisal of the 
value of the property. 

Therefore, it is different from fees and charges which are directly 
added to the appraised value of the property. You make no distine- 
tion here, and it seems to me there is a very definite distinction. You 
have another avenue of controlling the discount practice. 

Mr. Kina. Congressman, let me say this, if I may: In the first 
place, as my testimony previously before this committee will show, ] 
cannot agree with that statement as a flat statement. I said that 
the VA was succeeding in screening out discounts to a very consider- 
able degree. But, if you will please remember, that statement was 
scoffed at, and practically everyone—and I don’t remember your 
individual position—kind of looked at me as if I were naive. So I 
would be in a rather untenable position 
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Mr. Maiiurarp. Mr. King, are you interpreting the wishes or opin- 
ions of the members of this committee by the expression on their face 
at the moment? 

Mr. Ayers. I think Mr. King is perfectly justified in saying that 
his hide was nailed to the wall that day. 

Mr. Kine. Was it a wall, Congressman? 

Mr. Maruuiarp. There were some very pertinent comments along 
that line, but I do not think that necessarily represented the collective 
view of the committee. 

Mr. Ayers. There was no position taken, and that was when we 
said we would go out and hold the hearings and come back and make 
a report, and that is when we said we would report back in 30 days. 

Mr. Kine. The committee did take no position, Congressman, but 
its approach to the subject was illuminating to one who had been 
immersed in the subject and who had heard similar sentiments from 
many other quarters. 

Mr. Bonrn. Mr. Chairman? 

Mr. Ayers. Mr. Bonin. 

Mr. Bontn. May I just pass on a comment and observation that I 
have made at this moment. Mr. King was before this committee on 
May 12. This directive, the press release as contained in this directive 
for future release, is dated for Saturday morning papers, May 16, 1953. 
Therefore, these papers had already been prepared by May 16. 

Mr. Ayres. He testified that it would be a matter of hours. So 
[ presume they would be. 

Mr. Bonin. In looking over this directive, which is going to tell 
builders, lenders, and the entire field in the building industry what 
they can and what they cannot do—it is about 7% pages—this is 
going to become a regulation of the Veterans’ Administration. It 
is inconceivable to me that this thing could have been prepared 
within a matter of hours. It is technical, it carries legal phrases, 
it carries regulations that are going to happen. I question at this 
moment whether even between May 2 and the date on which this 
was to be released, this could have been prepared. 

Mr. Kina. Congressman, I bow to your compliment. That was 
prepared within less than 24 hours, and largely was prepared Friday 
morning, May 15. 

Mr. Ayres. I think anything that is prepared that fast, then, 
we are certainly justified in holding our hearings to go over them. 

Mr. Bonin. That is right. Certainly that is not a good law if it 
is made within the period of 24 hours. 

Mr. Ayres. We are going to have to recess, Mr. King, but I have 
one question. As we stated here before and I want to clarify again, 
this committee has no jurisdiction over the monetary policies or the 
Housing Act. Our purpose is to find out why the veteran is not 
getting a house. Would it be helpful to you if our committee reported 
to Mr. Wolcott as to the veteran not being able to get the house, and 
to ask him to do what he felt was advisable from the monetary point 
of view to see that the veteran did get a house so that we are at least 
in accord in our positions? Will that be of assistance to you? 

Mr. Kina. Mr. Chairman, I would like to point out, althouch I 
think I was careful to do it before in the record, that my jurisdiction 
is even more limited than yours. I can only report to the Veterans’ 
Administration. 
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Mr. Ayres. But a recommendation that you felt Congress was in 
accord with, Congress as a whole, would be helpful, is that right? 

Mr. Kina. I am certain it would be, Mr. Chairman. 

Mr. Ayres. We will have to recess. We will reconvene at 1 o’clock. 
I think, Mr. King, in all fairness to you, it will not be necessary to 
go into any more detail at 1 o’cloc k unless you have something you 
want to discuss. 

Mr. Kina. I would like to suggest that if it is the disposition of 
the Congress to modify these things in a broader manner than would 
be proper with section 504 standing as it is, it is my understanding 
that the Senate Committee on Banking and Currency will be in 
executive session on Monday morning, and I have heard this only 
third-hand, to consider its final draft or its final action on 8S. 2103. 
That would afford an opportunity to put in the law at an early date 
any desired amendment of section 504. 

Mr. Ayres. Thank you very much, Mr. King. 

We will meet again at 1 o’clock this afternoon. 

(Whereupon, at 11:15 a. m., the committee was recessed, to recon- 
vene at 1 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Ayres. The committee will come to order. 
Our next witness will be the re ns ntative of the Mutual Benefit 
Life Insurance Co., of Newark, N. J., Mr. Milford A. Vieser. 


STATEMENT OF MILFORD A. VIESER, VICE PRESIDENT, THE 
MUTUAL BENEFIT LIFE INSURANCE CO., NEWARK, N. J. 


Mr. Visser. My name is Milford A. Vieser. I am vice president 
of the Mutual Benefit Life Insurance Co., of Newark, N. J., and have 
charge of their mortgage loan and real estate investments. I am also 
chairman of a joint committee on Housing and Mortgage Lending of 
the Life Insurance Association of America and the American Life 
Convention, 2 associations of life insurance companies with a com- 
bined membership of 240 companies holding approximately 98 percent 
of all life-insurance company assets in the United States. I appreciate 
the opportunity afforded by your invitation to appear here today and 
discuss VA guaranteed loans. 

Since the start of the Veterans’ Administration mortgage program 
life-insurance companies have been very substantial investors in VA 
guaranteed home loans. At the present time the companies have in 
their portfolios $3.5 billion of these loans. Historically, mortgage 
loans have been a large investment outlet for life-insurance companies. 
Today about 30 percent of our aggregate assets consist of such loans. 
We have a deep interest in VA guaranteed mortgages because they 
are one of the major components of the mortgage loan field and repre- 
sent a large part of our mortgage-loan portfolios, 

In recent months there has been a lessening of life-insurance company 
investment activity in VA home mortgages. Available data indicate 
that for the first 4 months of this year United States life insurance 
companies acquired $106 million of these loans as compared with 
$205 million the first 4 months of the previous year. This decline 





1500 FEES AND CHARGES—GUARANTEED HOUSING LOANS 


in activity is traceable primarily to the exceptionally heavy demand 
for all types of credit, a demand presently far in excess of the supply. 

There is not only this heavy demand for credit, but today life-insur- 
ance companies have less money to invest in mortgages than in 
previous years. Since World War II there has been a tremendous 
shift in their investment portfolios. During the war company funds 
virtually ceased flowing into the conventional forms of investments 
and moved instead into the financing of the war through the purchase 
of Government bonds. Life-company investments in Government 
bonds increased from $5.8 billion in 1940 (19 percent of assets) to 
$21.6 billion in 1946 (45 percent of assets). After the war. life-insur- 
ance funds were supplied to meet the peacetime needs of the Nation, 
particularly the acute housing shortage. The mortgage loan port- 
folios of the companies in this postwar period showed a net increase 
from $7.1 billion in 1946 (15 percent of assets) to $21.2 billion in 
1952 (30 percent of assets). 

This transition was accomplished in part by the sale of securities 
as well as the investment of a part of the asset growth of the companies. 
Today this transition has been virtually completed and the creat 
majority of companies have regained their historical position in the 
mortgage-loan field. In the near future this means that the volume 
of life-insurance company funds going into all types of new mortgages 
will depend largely on the repayments on existing mortgages and that 
portion of the asset growth of the companies which management 
believes should be allocated to mortgage investments to maintain 
sound investment portfolios. 

Another reason for the lessening of activity in VA loans is the failure 
of these loans to remain competitive with other forms of investments. 
The recent increase to 4% percent on VA loans will prove an effective 
means of securing more life-insurance funds for VA financing only 
when there is a decline in the exceptional demand for credit and a 
softening of interest rates generally. Several months ago some felt 
that an increase of rates on VA loans to 4% percent would produce a 
more satisfactory market for those loans. Since that time, however, 
the demand for credit has increased and all other interest rates have 
risen. 

The interest rates in all segments of the economy are uncontrolled 
and respond to general market conditions, except interest rates on 
Government insured and guaranteed mortgages. The latter rates 
continue to be fixed and consequently funds do not flow into VA 
loans when the fixed rate is below the rates available in the general 
market. This situation could be improved by making VA mortgage 
rates flexible so that they will adjust to free market forces. Giving 
official approbation to selling Government mortgages at a discount or 
premium would be one way of introducing some flexibility in the VA 
loan rate. 

The life-insurance business recognizes a responsibility to supply 
funds for housing our people. It also recognizes a responsibility to 
provide funds for the great industrial expansion of our country. The 
allocation of funds to these respective areas of investment have been 
and will continue to be made in the public interest, with due regard 
to the welfare of our policyholders and consistent with prudent 
management. 

Mr. Ayres. You have made a very clear presentation, Mr. Vieser 





aa 


5 RI CO 











FEES AND CHARGES—GUARANTEED HOUSING LOANS 1501 


I presume that we can draw from your statement that the effect of the 
May 18 order more or less takes you out of the market. 

Mr. Vieser. There is no question that the May 18 order has had 
a substantial effect on the VA market, that is, a detrimental effect. 
There is no easy and immediate solution to the problem, except, of 
course, if the interest rates soften, or this great demand for credit 
declines. 

It would seem, however, that flexibility of mortgage rates and this 
approbation of discounts would materially strengthen the market. 

Mr. Ayres. Are you of the opinion that if discounting is permitted, 
or if it is not declared illegal, that the veteran can receive protection if 
you have realistic appraisals? 

Mr. Vipser. I am not apprehensive about the effect of legalizing 
discounts on the veteran on his purchase price. One reason is because 
there has been something new added, largely the acute shortage of 
housing has caught up and competition has entered into the picture. 
I think that is the big point. I am not apprehensive about the effect 
on the veteran. 

Mr. Ayres. Looking at this problem today as compared with a 
year ago, the market is far more competitive in the building industry. 

Mr. Vieser. Absolutely. 

Mr. Ayres. Then your recommendation is that something be done 
to make it possible for you to get the yield that you can get from other 
investments from the VA mortgage field. 

Mr. Vieser. To put it another way, certainly a solution must be 
found to prevent this recurring crisis, and the sudden stoppage of 
mortgage funds to VA and FHA. It is not good for the lenders, the 
builders, or the economy. 

Mr. Ayres. Being as familiar with this problem as you are, Mr. 
Vieser, and putting yourself in the position of the loan guaranty 
officer of the Veterans’ Administration, would you have been able 
to anticipate in advance what the effect would be of issuing an order 
similar to that which was issued on May 18? 

Mr. Virser. I do not want to put myself in his position, but cer- 
tainly we have known for some time that unless insured and guaranteed 
funds could compete successfully in this market, they could not at- 
tract lenders. Most definitely I feel the first solution is a fully flexible 
interest rate. There is no question that the veteran is entitled to, 
and should receive, some benefits in housing. I think his primary 
concern, largely because of his age, is a very small, or no downpayment, 
and a long maturity, because his immediate interest is: How much 
a month does it cost? I do not think it is fair to translate the extra- 
interest cost over the full maturity of 30 years because we have ample 
evidence that American housing transfers frequently, particularly in 
that age bracket, as their children get older and they need other 
housing. It is anywhere from a low of 7 years to a high of 12 years’ 
turnover. It will not have a material effect on the monthly payments 
to the veteran. 

Now, if you make a completely flexible interest rate which will 
unquestionably attract lenders and you still must give further con- 
sideration to veterans, then I think further studies must be given to 
better methods than have prevailed heretofore. 

Mr. Ayres. Thank you very much. 

We have a representative here from the Chase National Bank, Mr. 
John J. Scully, vice president. 
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STATEMENT OF JOHN J. SCULLY, VICE PRESIDENT, CHASE NA- 
TIONAL BANK, NEW YORK 


Mr. Scuutty. I want to thank you for the opportunity of coming 
down for today’s hearings. I am John J. Scully, vice president 
of the Chase National Bank, the city of New York. in charge of mort- 
gages and real estate. 

I do not have any prepared statement. I will say, however, I 
have been in the mortgage and real estate business for 27 years, and 
at no time during that period, to my knowledge, has there ever been an 
occasion when mortgages were not freely marketable at discounts and 
premiums, depending entirely upon the circumstances—the economic 
situation, the value and type of property. The discounting of mort- 
gages is nothing new, and it is nothing peculiar to the veteran loans. 
It has been going on and will go on for years to come. ‘There is no 
other way by which people who have investments in mortgages and 
have a flexible, liquid method of transferring from one type of invest- 
ment to another. 

An attempt, in my opinion, is being made to peg GI mortgages at 
par. Ido not know what other reason there is for these regulations 

Mr. Ayres. Were you here this morning? Did you hear Mr. 
King’s testimony? 

Mr. Scuuty. Yes. 

Mr. Ayres. He pointed out rather specifically that his order did 
peg them at par. 

Mr. Scutiy. I do not think it has been successful. I think the net 
effect of the order has been to drive investors who might have been 
willing to come back into the market completely out. You might be 
interested in my giving you a brief history of the Chase Bank’s opera- 
tion in this field. We originally started the warehousing of mortgages 
perhaps 5 or 6 years ago. At this point I want to say that warehousing 
is a term that has grown up as a trade name in one of the phases of 
mortgage financing. What warehousing is is making collateral loans 
against mortgages. That has been done for years and years and 
years, but it was done en a basis of individual mortgages, individual 
credit applications, and they were called collateral loans. They were 
not referred to as warehousing. But when you build up a volume of 
business such as has been done in this country, you fasten a tag on it 
and that tag is warehousing. Everybody in the industry refers to 
collateral loans against mortgages as warehousing. 

We have operated two different types of warehousing arrange- 
ments. The original warehousing deals were against commitments of 
another financial institution to purchase identified mortgages at a 
later date. We made the collateral loan in the meantime so the 
mortgage originator would have the funds to originate these mortgages 
for future delivery to insure companies, savings banks, pension funds, 
and other investors in the permanent mortgage. 

It then became advisable, 1 think —and we gave it serious considera- 
tion —to establish what we refer to as a noncommitted warehousing 
loan. We necessarily, in setting up those lines of credit, from time to 
time tried to outguess—there is no other word for it—what the market 
for those mortgages would be, and for that reason the discount figure 
goes up and dowa. 
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I might say it has been going down and not up. When we went 
out of business we were discounting GI loans at 94. That volume, 
just so that you gentlemen will have some idea of the overall picture, 
in the Chase National Bank reaches a high of $164 million. 

Mr. Maiuuiarp. You were discounting them at 94 at the 4 percent 
rate; is that correct? 

Mr. Scutty. That is right. 

Mr. Mariurarp. You have not been in the market since it has 
been 4'4 percent? 

Mr. Scutty. No. 

We were effectively ruled out of the market 

Mr. Mariurarp. Would you hazard a 
rate would be now? 

Mr. Scuuty. Yes, I can tell you what it would be; it would be 94 
for the 414’s. , 


cuess as to what the discount 


Mr. Maiuurarp. The market has declined enough in the inter 
vening time to offset the increase in the interest rate? 

Mr. Scutiy. That isright. You see, the market, as near as we can 
put our finger on it, for the 4 percent loans was ranging 94 and 95 
and an investor who purchased those loans at that price got a net 
return, after paying the local servicing costs, of about 4.21 percent 

Now, | fee] if we had a free market lor GI loans 4 4, percent would 


probably be 97% to 98%. The reason | say that is because on that 
basis they would get exactly the same return as they have been 
vetting on the 4-percent mortgages, net to them 

As to the availability of money to carry Ol this sort of an operatior 
I do not know of any other large commercial bank today that could 
handle it in the same volume that we have in the past of the com- 


petition for other types of investment and the demand upon the 


banks for credit of all types With the money market as tight as it 
has been, the deposits, the assets of the large banks have gone down 


with rates as high as they are the large depositors in the banks are 


and the demand for loans has gone up. ‘The deposits go down because 


using more of their moeny rather than maintaining large balances 

As to the confusion and the unmarketable situation we find ourselves 
in, | would just like to hold this agreement up before you. This 
[indicating] is commonly known as a warehousing agreement. That 
document today is legal in one transaction and illegal in another, 
depending upon the date of issuance of the certificate of reasonable 
value. 

Mr. Ayres. If the certificate was issued prior to the 18th you are 
in the clear? 

Mr. Scutty. It is good. It is a legal transaction. If it is issued 
after May 18 it is illegal. 

Mr. Ayres. Will you repeat that? 

Mr. Scutty. If the certificate of reasonable value was issued prior 
to May 18, this is a legal contract for the Chase National Bank and a 
borrower to enter into. If the certificate of reasonable value is issued 
after May 18, it is illegal. 

Mr. Ayres. And you would be subject to prosecution? 

Mr. Scutty. That is right. 

Mr. Ayres. If you engaged in it? 

Mr. Scutuy. That is right. For that reason we have completely 
withdrawn from the warehousing GI loans. 
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Mr. Maixurarp. In some previous testimony on this subject, if I 
recall correctly, we were told even before the issuance of this regulation 
there was some doubt as to whether discounting was a legal practice 
for GI loans. Can you shed any light on that? 

Mr. Scuutiy. Yes; there has been, from time to time, a question 
arising in that respect, and we have gone directly to the Veteran’ 
Administration and said, “Here is what we are doing. We think we 
are well within the terms of all rules and regulations in doing it, but 
we want to know from you whether you consider it so.” 

The answer up to that time had been, “Yes.”’ 

Mr. Maiuurarp. There was a statement made here—I cannot 
remember when—that the more reputable lending agencies were 
rather nervous about this kind of loan. I cannot think of any more 
reputable firm than the Chase National Bank, so apparently that is 
not quite the case. You were satisfied you were in the clear, or you 
would not have been doing it? 

Mr. Scuuuiy. Very definitely. 

Mr. Marxurarp. I know of no one who would be more conservative 
in that respect than the Chase National Bank and you. 

Mr. Scuuiy. It would be my responsibility. I would be pretty 
certain that I was right. 

Mr. Maruurarp. Let me say that I was formerly an employee of the 
American Trust Co., of San Francisco, so I have had some dealings 
with the Chase Bank. 

Mr. Scutity. The American Trust Co. has been doing business 
with us. 

Mr. Maiturarp. Yes, | know. I think that Mr. King was the one 
who made that statement. I wonder if we could get that clarified. 

Is it correct, Mr. King, that you made the statement sometime ago 
that the more reputable lending agencies were rather nervous about 
this discounting practice, when you were discussing allowing a 3- 
percent discount rate? 

_ Mr. Kina. I certainly did make a statement that is approximately 
the equivalent of that. I did not say “‘the more reputable.” | 
perhaps said “some reputable.”’ I did not draw the comparison the 
way your inadvertent phrasing did. 

Mr. Maiuuiarp. I was not intending any innuendos in that. I 
wonder, to satisfy me, if it would be possible—now, but for the 
record—to be specific as to who some of these reputable lending 
agencies were who were nervous about this transaction. 

Mr. Kina. I think perhaps Mr. Scully would be inclined to agree 
there was a basis for that statement as to the rules they obtained prior 
to May 18. 

Mr. Mariiurarp. And after the law passed in 1950, was not that the 
law that brought this kind of transaction into question? 

Mr. Kina. That is correct. 

Mr. MarLuiarp. I am getting more and more confused. 

Mr. Scutty. If you are prepared, I will add a little more confusion. 

The testimony here yesterday I think was to the effect, or at least 
it got the impression that Federal Housing Administration rules and 
regulations were virtually the same as FHA and that collateral-loans 
business was not approved nor recognized by the FHA. This [indicat- 
ing] was not a rigid deal, gentlemen. Iam prepared to go back into 
the warehousing of FHA mortgages. Before I did it this time, I called 
on our general counsel, and he has been quite confused as to whether 
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or not we have the legal right under FHA regulations to carry on this 
type of operations. When I got your telegram to come down here 
I called Mr. Holloway last week and made an appointment with him 
for yesterday morning, and I laid the problem in Mr. Holloway’s lap. 
This [indicating] is the answer. It is a letter written on the Federal 
Housing Administration’s letterhead, Office of the General Counsel, 
addressed to me, and it is dated June 18, 1953: 

I wish to confirm our conversation of this morning with the Commissioner 
in reference to the form of agreement which you submitted providing for a loan 
from the Chase National Bank to the holder of certain mortgages insured under 
section 203, such loan to be secured by a pledge of such mortgage as collateral. 

Your attention is called to article VII of our regulations under section 203 
which expressly provides ‘‘Whenever the insured mortgage is transferred to 
another approved mortgagee for the purpose of collateral only, no notice need be 
given to the Commissioner until such collateral is foreclosed, but the transferor 
shall remain subject to all the obligations of the contract of insurance. 

I am glad to advise that I have read the form of agreement submitted and find 
nothing in it which conflicts in any way with our rules and regulations or with our 
administrative policy. 

Mr. Ayres. That is very interesting. If the FHA had been sub- 
ject to the order of the Veterans’ Administration of the 18th, then 
you would not be able to go back into this? 

Mr. Scuutiy. Absolutely not. 

Mr. Ayres. What you are saying in essence is you have one set of 
rules under the FHA and another under the VA; 1s that right? 

Mr. Scuutiy. That is right. 

Mr. Ayres. Do you think that is good? 

Mr. Scutty. I certainly do not. 

Mr. MarurArpb. That not only puts our veteran loans in competi- 
tion with all other possible investments, but it puts them in unfavor- 
able competition with the Government’s other guaranteed loans; is 
that not a fair statement? 

Mr. Scutiy. That is absolutely correct 

Mr. MaiLuiarp. The veteran is getting the short end of the stick, 
as far as | can see. 

Mr. Scutuy. I would like to suggest to you that veteran loans will 
not be in a competitive position with other investments, both mort- 
gages and any other types of investment, until a veteran loan is a 
freely negotiable instrument without regulations as to the sales price. 
The regulation in control of fees that are charged on the origination 
of a mortgage I do not think any of us have any quarrel about at all. 
That is perfectly all right and within the province of the Veterans’ 
Administration to determine. But when you go beyond that point 
and in effect say, ‘You have a mortgage of $10,000, you have to sell 
that at par, you cannot dispose of it in any other manner,”’ you 
destroy the entire value of that mortgage. 

Mr. Ayres. Do you think that you can get realistic appraisal, 
Mr. Scully, knowing in advance that the paper is going to have to be 
discounted? 

Mr. Scutty. I see no reason why it cannot be done. An appraiser 
appraises a piece of property. He is either doing it right or he is not 
competent to make the appraisal to begin with. That, to my mind, 
is where this entire situation can be controlled, both as to the creation 
of new homes, the sale of old homes, the danger of overbuilding, the 
whole thing can be controlled right at the point where the application 
is made for a certificate of reasonable value. 
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Mr. Ayres. Has your counsel rendered an opinion as to whether 
or not they thought that under section 504 the Veterans’ Adminis- 
tration had a right to issue the order of the 18th? 

Mr. Scutxy. No; we did not raise that question with them. 

Mr. Ayres. Your counsel has never checked that? 

Mr. Scutty. They have not considered that angle because we did 
not raise the question. The regulation was issued so we just stopped 
right there. We are not to become embroiled in a lawsuit in order to 
make loans. 

Mr. Ayres. You do not want to make a test case out of it? 

Mr. Scutiy. There is no reason to doit today. There are too many 
other places in which to put your money, to be prefectly frank. 

Mr. Ayres. You think money will flow freely if there is no legisla- 
tion dealing with the discount? 

Mr. Scutuy. I am reasonably certain of it. 

Mr. Ayres. What was your position on the interest rate, Mr. 
Scully, prior to the increase? 

Mr. Scuu.y. I did not seek an increase in the interest rate. I was 
all in favor of legalizing discounts and letting the interest rate be ad- 
justed in that manner, up and down. 

Mr. Ayres. Are you one of those individuals who advised Mr. King 
before he appeared before this committee? 


Mr. Scutiy. Mr. King and I have talked about this for the last ' 


3 or 4 years at many different times. 

Mr. Ayres. He testified that he had talked with some experts in 
the field at that time. 

Mr. Scutty. I will leave it to Bert to qualify me in that respect. 
I have discussed it with Mr. King, yes. 

Mr. Ayres. Did Mr. King discuss with you the possibility of his 
order of May 18, prior to its issuance? 

Mr. Scutty. Yes, in a telephone conversation. I will give you a 
brief rundown of that situation. 

You will recall that Fanny May shut down, I think it was about 
April 10, and of course every time that has happened it has a decided 
effect upon the market for mortgages, and the thinking of the perma- 
nent investor. At that time we decided in the bank it was also a 
good time for us to shut down and stand on the sidelines until this 
question of the interest rate on GI loans was settled and determined. 

We received the notification of the increase in the rate to 4% per- 
cent approximately the first part of May, May 4, I think, but we were 
also informed, not by Mr. King, but there seemed to be pretty common 
knowledge there were going to be regulations issued in connection 
with the handling and originating of the new 4% percent mortgages 
So we awaited the issuance of those regulations. 

In the meantime, our customers were clamoring at our doorstep to 
get back into the market. I had a rather stock answer to them—we 
would not make a move until we saw the new regulations. 

One afternoon I called Bert and asked him if he would give me some 
idea when the new regulations would be issued. That was the purpose 
of my call. It happened that the timing was pretty good because 
Bert was just about ready to issue the regulation. He gave me some 
indication; in fact, I think the regulations were prepared at that time, 
and he gave me some indication of what was in the regulations. 
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Mr. Ayres. Be careful on that because we have testimony that 
that all happened within 24 hours. 

Mr. Scuutty. I said that my call was well timed. When I got 
through with my call I said to Bert, “‘Well, I guess that I will take a 
long vacation.” 

Mr. Ayres. He has testified that he talked with experts on this. 
After having the benefit of your judgment on what you thought of the 
regulations, would it not seem feasible that he would have listened to 
your position at that time? 

Mr. Scutty. No. I think at that time the decisions had been made. 
They had been made very definitely. 

Mr. Maruurarp. Mr. King has told us that he consulted with ex- 
perts, but as near as I can find out all the conversations or consulta- 
tions took place after the decision had been made. 

Mr. Ayres. We are confronted with the problem. The decision 
has been made, the order has been issued, and there seems to be plenty 
of confusion. 

To sum up your testimony, your suggestion is that the VA not 
attempt to regulate discounts? 

Mr. Scutuy. Absolutely. I will even go further than that. I 
would take this regulation of May 18 and change paragraph (c) where 
it refers to any charze, fee, commitment, and so forth, and substitute 
for it a provision that any agreement, covenant, contract, expressed or 
implied, oral or written, entered into either prior to or subsequent to 
the origination of the loan between the builder and the originating 
mortgagee under which they mutually agree to save each other harm- 
less from any loss or share in the profit in the ultimate sale and/or 
other disposition of the loan, or any repurchase agreement, ware- 
housit g agreement, oc other method of temporary financing, including 
aay fees or charges made therefor, shail not be in violetion or contra- 
vention of the above schedule or prohibited pursuant to the provisions 
of section 504 of the Housing Act of 1950, as amended. 

If we have a new regulation which again will lead to interpretations, 
consulting with our attorneys and looking for a decision as to what it 
means, we are going to be exactly in the position we are today. 

Mr. Ayres. Suppose that you had a one-sentence regulation which 
said, “There shall be no regulation of discounts on VA mortgages.’ 

Mr. Scutty. That would suit me. What I waat is a free market 
for a negotiable instrument. 

Mr. Ayres. And in your judgment, the problem can be controlled 
at the appraisal level if you have competent appraisers? 

Mr. Scutty. I see no reason why it cannot be. Either the theory 
of appraisal is correct or it is all wrong, and if it is correct, it can be 
controlled right at that point. 

Mr. Mariurarpb. Do you not think it is fair to say that even the 
control of the discounting procedure, if the appraisal system is weak, 
still does not stop the opportunity to overcharge a veteran? The 
appraiser can be in cahoots with the builder, or be dishonest in the 
performance of his-duty one way or the other and stick the veteran in 
fact entirely separate from the discount procedure. 

Mr. Scutty. That could very well be, but gentlemen, there is one 
thing that has not entered into this discussion at all, and I am not 
firmly convinced by a long shot these discounts are passed whole- 
heartedly on to the veteran. The originating mortgagee, the fellow 
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whose business it is to finance the builder and create these mortgages 
and sell them to the permnanent investor, when he has accomplished 
that he has earned himself a servicing contract with that permanent 
investor. That is his incentive to do it, to get that servicing contract 
which runs for the period of the mortgage and at one-half of 1 percent 
per annum to him. 

Now, a well-organized and competent mortgage company can very 
well afford to absorb a substantial discount in order to create the 
business that means itsincome. It isa part of the cost of creating the 
business. In addition to that, they have the insurance, the premium 
and other increments arising out of the creation of a mortgage which 
can well be charged off in the cost of the mortgage, and not passed 
back to the veteran. 

Mr. Ayres. Testimony brought previously was that perhaps the 
large builder would be able to operate a little cheaper and have more 
to play with in the price of the house. 

Mr. Scutty. Gentlemen, I do business in all parts of the United 
States except New England. They seem to have ample funds to take 
care of their own needs. I do business with small mortgage originators 
and large ones, the biggest. I do not deal and never have dealt directly 
with builders. The reason for that is not that we have any objection 

to dealing with the builders, but we are making a loan which we may 

acquire, and if we do acquire it permane ntly we want someone in 
existence capable of servicing the loan for us. The builder does not 
have that organization. 

My guess would be that $500 million of warehousing was going on 
throughout the country at the time it was stopped. Now, that is not 
only to the large builder. It is done with the small builder, the 
medium-sized builder. Where the builder comes out on the deal 
depends entirely on the builder’s ability and competence. 

Mr. Ayres. All of the discounting that you are speaking of, or the 
bulk of it, is in the new construction field, 1s that not so? 

Mr. Scutiy. Well, I would venture a guess that probably 90 per- 
cent of it is. But we have and do warehouse and discount mortgages 
on older homes. 

Mr. Ayres. We have also had testimony that the veteran wanting 
to buy an existing structure is not going to be helped by rescinding the 
May 18 order. 

Mr. Scuuty. I do not see how he can be anything but helped. He 
can deal with the same mortgage originator that is financing new 
houses. That mortgage originator has, or will have, his permanent 
investor. He can sell the mortgage on an acceptable old house on 
the same basis that he can sell a brand-new mortgage on a brand-new 
house. Again, he would be the fellow in that particular instance that 
would probably have to absorb the discount. 

Mr. Ayres. There again it goes back to a realistic appraisal. 

Mr. Scutty. That is right. You cannot get away from that. 

Mr. Ayres. Would you care to venture a guess if the order of the 
18th should be rescinded and replaced w ith one statement—there 
shall be no regulation on discounting—how many veterans, because 
of your organization alone, would be able to get into homes? 

Mr. Scutty. You want to bear in mind that we are not the per- 
manent investor on this large-scale warehousing. We do make 
veteran loans to our own employees. 








nN eh i i RA ne tc RN EEN Ee RRR AS 


FEES AND CHARGES—GUARANTEED HOUSING LOANS’ 1509 


Mr. Ayres. I mean through your whole organization, how many 
veterans would the Chase National Bank’s operation assist? 

Mr. Scutty. It would be very hard to pick out any given number, 
but I would say I think that every veteran who could qualify credit- 
wise to purchase a new home would probably get it. . 

Mr. Ayres. Following your line of reasoning, that would be the 
solution if this committee is going to get homes for veterans? 

Mr. Scuuty. Frankly, gentlemen, I do not know of any other 
solution. You can raise the interest rate. If we want to be facetious 
about it, we can raise it to 6 percent. I do not know whether that 
is going to be good 4 months from now or not. I do not think that 
anyone else can tell you that. 

Mr. Ayres. You think as long as we are in this unsettled condition 
there is no alternative except to accept your recommendation that 
we get out of the regulation of discounts? 

Mr. Scutuy. You have to free the market on veterans’ loans. They 
have to be in the same standing as negotiable instruments with every 
other document securing a debt they are competing with. That is 
all there is to it. You cannot tie strings to it and expect an investor 
to become really enthusiastic about going out looking for it. 

Another thing that has to be cleared up, this regulation has put 
everybody in the investment field on notice if they buy a mortgage 
at a discount then they have to satisfy themselves, and anyone else 
who makes an inquiry, as to how that discount arose and whether 
the veteran was stuck with it or not. 

The mere fact that you buy the mortgage at a discount may, in 
my mind, invalidate your certificate of guarantee, because you are 
put on notice right then and there you have to make inquiry as to 
what went on before you became an innocent purchaser for value. 

Mr. MarLurarp. As a matter of interest, do you have any idea 
how much business your bank has in loans that would originate in 
California? 

Mr. Scuuzty. I could make a rough estimate. I would say we 
probably have more than $25 million in warehousing at the present 
time in California. 

Mr. MarLuiArp. It is generally true, is it not, that California is in 
a credit condition now where it has to get most of its money from the 
New York institutions? 

Mr. Scutiy. That is right. 

Mr. Ayres. Do you do any business in Akron, Ohio? 

Mr. Scuuty. Yes. 

Mr. Ayres. Would all the veterans in Akron, Ohio, be able to 
get a home- 

Mr. Scutuy. I do not know. I will say they will have a much 
better chance of getting it. 

Mr. Ayres. We certainly appreciate your coming down here, Mr. 
Scully. 

I think that all of you gentlemen who have testified before the 
committee have given us a lot to think about. We will study the 
testimony carefully and make a recommendation to the full committee, 
and in turn, I trust they will see fit to make a recommendation to 
Mr. King. 

Mr. King has testified that he holds this committee in very high 
esteem. He respects the committee’s opinion, and I in turn will also 
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make certain there is not any overlapping of jurisdiction and discuss 
with Mr. Wolcott the fact that our prime interest is to see that the 
veteran gets a house. We certainly will refer to your testimony, 
which says for the next year you think they will be taken care of, if 
proper steps are taken. 

Ir. Scutyty. If they are proper credit risks. 

Mr. Ayres. If their credit is good? 

Mr. Scutty. That is right. 

Mr. Ayres. Is there anyone else who would like to give the com- 
mittee the benefit of his wisdom? Is there a representative here from 
Five Cent Savings Bank in Boston? They previously notified us 
they would not be able to be here, but I thought perhaps at the last 
moment they might be able to come. 

We certainly want to thank all of you for appearing before the 
committee, and just as soon as the hearings are printed each of you 
that has testified will receive a copy. 

In the meantime, before we make our recommendation to the 
committee, which will probably be done within the next week, if 
there are things that you think of we should consider, I trust you will 
feel free to contact us by writing the Veterans’ Affairs Committee. 
We will certainly appreciate it. 

Thank you very much for your cooperation. 

Mr. Ayres. The committee will stand adjourned. 

(Whereupon, at 1:55 p. m., the committee adjourned.’ 
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